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: HEALTH CARE COSTS AND THEIR, EFFECTS ON
THE ECONOMY »
~ ‘ T L *

THURSDAY, APRIL 1%, 1981

. - Conoress or Ti{E Unrrep STATES,
- . Joint Economic Comm TTEE, ,
o . Washifigton, DC.
The committee met, purstant to notice, at 9:40 a.m., in room SD-628
Dirksen Senate Office Building, Hon. Roger W. Jepsen (chairman of
tho committes) presiding, ' .,

Presont : Senator J epseh. ., . Y

Also present: William Finerfrock, legislative assistant to Senator

Jepsen; and Mary E. Eccles, proffessional staff member.

OTENING STATEMENT OF SENATOK VEPSEN, CHAIRMAN

Senator JerseN. We now call this hearing to order. : )
The topic of-t.(‘lay’s.honring is health carp costs and their effects on

the economy. : i
\ First of all, T ivould like to take this opportunity to thank all of
ho witnesSes and the guests hore this morning for taking the time tq
bo horend know that tflc testimony presented today will makeall our
time well spent. - '

- Several months ago, 1 was lmlkin% with a_grou{))vof Towans aljout _
t

health care costs and someono asked the question, “Who’s to blame for
skyrocketing health care costs One person in the group offered that
it was the doctors’ fault, another suggested that perhaps the hospitals

were to Rlame, still*another suggested that actually it was heither;"”
but rather it was the insurance companies that were driving up the -

cost of health care. I'm sure this is familiar and you've heard that type
of roundrobin diseussion before.

Well, a3 wo discussed the matter further, wo came to the conclusion |

that it was really unfair to blame just the doctors or the hospitals or
tho insiirance companies; that indeed, consumers, businéss, 'a_ndp overn-
" ment had to share in the hlame as woll. T su pose the question, ¥Who's

to blame for skyrocketing health care costs;') can Best be answered by
tho cartoon c@a¥acter Pogo who once stpted, “We has met the enemy
and it is us.” , ' . \

Whenever T get into a discussion ahout health care costs, I ath re-
minded of a statement made b¥ a former classmate of mine who, upon
leaving an examination rgom was asked, “How wera the questions on
the éxam{ Did you have any trouble®” withont hesitating. my friend
replied, “The questions were casy. Tt was'the answers that I had
trouble with.” . vt .

.- TS )
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+As T get morg and more involved in the health care debate, T find
that the vasf majority of people are all asking the right questions;'it’s
~the answers that ¢ nre having trouble with right now. A
e Now,I won’t suggest that in one Rearing or one series of hearings we
N will be able to come np with the answers to the héalth care cost prob-
Jem. but it is my hope that perhaps wo will be gble to gain a hetter
‘ understanding of the problems boing faced by consumers. busingsses,,
roviders, and insurers so that when we talk about possible solntions
1t will he based upon _a common understanding of the problem.
As these charts indicate, health cave costs have gona from approxis
mately 5 percent of our gross nationa] product in 1930 te almost 11
percent 0} our gross national product i 1982, Curvent estimages are
for this rise to,continue throughout the remainder of this decadeand -
on in to the next century. Now to put this into perspective, health.care
.. costs, as a percentage of our gross national product, are rising faster
. “than either the defense-budget or Social Security. i v
But rising health carg costs are more than just statigtics or percent-
ages of the gross nntiot?n] prodnct. Those costs are coming out of the

«~. - pockets of hard-working men and wBmen, Those costs are being borne

- by elderly citizens who see health care enting move and more into their

. retirement income, Those costs are being paid by consumers in in-
creased costs of goods and services. - / A

Lost anyone get the Wrong idea, that money isn’t being thrown down
a bottomless hole, We are getting something for those dolinrs aiid that
something is the finest auality health care in the world. Overutilization
is not the onky reason that health care costs have gone up, Tf we want
’ t0 go back to paying the snme for health care that we paid in 1950, then
R ave must also expect that we will get the same quality of health care we. *
got in 1950, ® ¥
For many vears. the American people have hecome accustomed to
hearing depate at the national level on the vavious policies of the Fed-
eral Government—defense policy, ecanoinic policy, tax policy welfare
" policy. and most recently, industrial Solicy. ) : )
.Of caunlimportance but dnly recently focused upon, is theAfhestion
of health policy. ' . ' T '
Fveryone agrees that headth eave costs have been a major concern of
cofistuners, providers, insurers, and government officinl for quite some
time. But other than examining health care costs as they affect the
medicare and, medicaid programs, little attention has been*paid to
health care costs ns they affect the rest of the country. .
_As the-chart indicates, health vare costs have been skyrogketing for
" quite some time. : . X
When I-first discussed the:idea of conducting a series of Joint
Feonomic Committee hearingg on the problem of héalth care cbsts as
they affect the cconomy. T was met with the question : “Why should the
. - & Joint Economic Committeo do this?” -
t As cveryone knows..the Joint Economic Committee does not haves
2 logislative mandate, but rather is charged with taking a brond look
o’ at Government policy and attempting to. determine the economic
‘ impact of those policies. For this reason, T believe this committee is-
uniquely qualified to ook at theiproblems of health eare costs beennse
we are not reétrained by the houndaries of the medicare or medicaic

- .
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programs. Nor are we limited in the kinds of rays we can look at the o
effects of hicalth care costs. . ° ”’ . e

As the agenda indicates, today’s hearin seek to present testi-
mony from 4 wide variety of witnesses representing some very divers
gent. viewpoints, It was my hope. i) selecting these witnesses tq get . .
» as broad a spectrum of viewpoints as possible. “m,- this reason, ?ve have
witnessesaropresenting business, health providers, and consumers..
I think that if I-had to choose‘one word to dascribe the-goal wo are
all striving for, it would be affordability, That tonnotes accessibility.
» THo American people have come to expect affordable health care as o o
right. Frankly, T don’t think this is an unreasonable expectation. .
As #' earing and compagsionate society. we must be willing 4o mcm v
nize that adequate and affordable health care is not a luxury but ratii®
a necessity. As such, we must be prepaved to take those steps necessary -
to bring this goal about. ' . "
- As we strive for affordability, however, we cannot overlook the ”

- ZucoeHo maintain quality.

After all, if it is a relative of yours on the operating table, you want
to know that the physicians and staff perforining the surgery are well-
traineéd and qualified to be doing the delicate,job. :

That quality costs money. - ’

- Somegne has to pay for the training that went into educating the
doctors and nurses. -

Someone has to pay for the reseavch that went into developing the
drugs being administered. ! ' .2

. And someone has to pay for the high-tech equipment being used to

diagnose and monitoythe patient. R v -

» In coneluding myf remarks, T would refer 6 the other two charts

wo have there and dbéw that used on the basis of 100 in 1970 we find

that whereas ntedical care has risen as illustrated by the green line,

the Consumer Price Index has risen along with it, Kut medical _care

is rising slightly higher than the Consumer Price Index or inflation.

We find the cost of a hospital room has. risen nearly twice as much if\

the same period. of time. Employer contributions for emplovee health

insurance from 1950 to 1988—we started out with about $780 million

in contributions and in 1983 it was $70.7 billion. S

Interestingly cnough, the medicare-medicaid copts were projected .

- to cost $7 biﬁion by, 1990 and it was hround $%7 billion in 1982. That’s

quite a x'\m{‘kod degree 6f wimilanity. In any &vent, it’s a lot. of money.

We've got some problems,. .. . T v

I would like to once agatn thank everyone for attending this hearing
aiid T look forward.to hesring the. testimony of all of our witnesses.
Wo ara going’ to.have this morning the format that will be divided
into four panels, Each panelist has been asked to summarize his or - |
hor statement with the understanding that. the entire statement will .
dppear in the record as if vend. After all the panelists have. presented
their ofal testimony, then there will be timo available for exchange
of ideas as woll as questions, Now we have copies of everyone that is
testifving”today. T'd liké to remind the panelists that we’re asking

7 - that you summarize the key points, and I’d also like o mention and
advise that this hepring is being televised bv the C-SPAN cable net-
work and as such we may have people watching who are not familiar

Ll »
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with some of the terms or the abbreviations that we use around the
Capitol here and that we kind of take for granted. For instance, many
‘people don’t know what an HMO is or never heard of PPO, and it
¥ ° . You intend to use those-terms excessively I'd ask you to please explain
these during the question and answer period or as you refer to them.
I'd like to welcome the first panel: J:e Honorable Joseph Califano, .
former Secretary of Henlth, Education, and Welfare. Mr. Califano .
is presently serving on the board of directors of the Chrysler Clorp.
and will be testifying on their behalf. And Mr. Jack Shelton, manager,
employee insurance department for the Ford Motor Co. Mr. Shelton v
will be testifying on behalf of Ford. ' ‘
I thank you—in the jargon of the lingo that thev use around the
Japitol herd—I thank you gentlemen for taking time out of vour
busy schedule to be here on this most beautiful day to share with us
your expertise in this field. : 7 ' ‘
You may proceed, Mr. Califano. ' ~

STATEMENT OF HON. JOSEPN A CALIFANO, JR, A DIRECTOR,

CHRYSLER CORP.; CHAIRMAN, CHRYSLER BOARD OF DIRECTORS
\ COMMITTEE ON HEALTH CARE: AND. FORMER SECRETARY OF'
\HEALTH, EDUCATION, AND WELFARE -

r. CALmrano. Thank vou, Mr. Chairman.'T will read some excerpfs
™ ¥rom my statement and T appreciate the entire statement being put in
the record.

I appreciate the opportunity to testify bn health care costs and

. their effects on the economy. Y '
- The Chrysler Corp. is dyeepl_v concerned about rocketing health care
costs and believes that our, Nation must formulate & national health
poligy if we axe to bring these casts under control.

The persistent, unbridled. inflationary rise in health care costs is
an unfair burden for milions of our citizen-consumérs, and for
American business as it seeks to compete with foreign industry. We
must reduce the cost of delivering high quality health care to our

cople. ' L,

P 'Trye reductions in costs will come only from fundamental changes -

* win the way we deliver and pay for health®are. Those ¢hanges require
' concerted action by all the players—employers and unions, the ad-
ministration and the gonfzress, Federal, State, and local government,
lawyers, insurance companies, and the doctors, hospitals, laboratories,
drug companies, and other suppliers. ~

nfortunately, the structure of the health care industry is such
that caps on payments by one purchaser produce largely illusionary
savings. The suppliers simply.shift costs to other purchasers or to
other parts of the svstem. _ -

Controlling health, care costs has become the great health care cost
shell game. The Congress puts a cap on medicare payments o hos-
pitals and the hospitals just pass the costsoff to the States, The States

ut their own caps on medicaid hospital payments and the hospitals
~*  Just move the pea to the private insurers arid the Blues. The Congress ‘
establishes caps on medical procedures in hospitals and the doctors .
move the pea outside the hospital to their offices or clinies. '

_ ) o
1] ..‘ Al ’ * , .
i - I

r R - 9 T ' +
v
. . . .
. " . .




N .
b : !
. -

<~ It's time, Mr. Chairman .to. endgthe shell game and establish a

comehensive national policy. to deBl with health care costs.
The statistics regarding health care costs are shocking. I won’t re-.
;mat, what you said, Mr. (g/hni,rnm , but T would note that this jponth,
for the first time in the history of our country, mericans are spend-
ing more than $1 billion a day on h&alth care.
hese structural characteristics create a Frankengtein health ‘care
payment system, with gnrgantuan growth on the supply side as we -
train more physicians, build more hospital beds and invent more ex-
gensiva meg{;ca] technologies, and with little, if any, resistance on the
emand side. = . : o ' .
The creation of this health ¢are cost monster.did not spring from
the brain of some demented dector. We all contributed mightily to -
the effort. - ;

+ American businessﬁ'é, ez&periencing high growth in the post-World
. War IT period, has little concern as they expanded health care bene-

fits. After all, hedlth care scemed a lot less expensive to give employees
than a higher per hour wage. - .

Unions demanded more health eare coverage for their members,
especially sinco health premiums were tax-free fﬁ-‘;nge benefits to work-
ers. With each round of bargaiming, managers who fought with other
suppliers over the price of each nail or screw and union leaders who

~contravtgyuithout realizing that they were becoming hostage to costs

negotia,t; for each half-cent an hour kept adding health benéfits to

bevond their control-—costs thateover the long run endangered *jobs
and hobbled profits. . °
The Government also made its contribution: When the Medicare and

‘Mediceid Programs were instituted in the 1960’s, the (Govérnment

was preoccupied with iniprovimr access to health care for the elderly .
and the poor. Sa we paid the political price by simply superimposing

. those programs on the existing cost-based, fee-for-service system.

The doctors an# hospitals initialty resisted these government Rro-
grams. ‘But once the Congress legislated the fee-for-service. cost and
cost-pIns reimbursement svstem into them, the doctors and hospital
administrators cheerfully joined in the creation of thig swollen health
care cost monster. ! N : .

Lawyers, judges, and juries fed this Frankenstein by malpractice

- litigation.that established unpredictable aiid unrealistic standards of

nexligence and whopping judgments agninst doctors.and hospitals
who ¥ajled to run one test or another. '
“It’s not & new problem. Mr. Chairmsin, In 1968, President T.yndon
Johnson sent Congress a message on “Health in America” citing three
maior deficiencies with the structure of the health care market:
Heallh insurance plans—that—encourage dactors and patients to

- choose hospitalization ¢ven when other, less costly forms of<care would

be equally effective; - _ . -
The fee-for-service system of paying physiciang with rio strong eco-
nomic incentives to encourgge them to avoid providing care that is

* nnnectssary; gnd -

Hospitals—that—charge on a cost basis which places no penalty
on ineflicient operations.
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President Johnson asked for legislation to test new payr;mr'\t sys-

. tems. Congress refused to give him that legislation that year and it

has failed teract decisively since then, desprte the repeated entreaties
of every President since Lyndon Johnson.
t Chrysler, as wo fought for surrival, wo had to address the cost

“ of heulth care.

It has net been an gasy task. In 1984, Chrysler’s health care costs
will exceed $400 million, making the Blues Chrysler’s single largest
supplier. That's more than $1.1 million each day. This year Chrys-
ler’s total health care bill—which includés Chrysler’s medicare pay-

‘roll tax and a portion of the health insurance premiums of its sup-

pliers—will exceed $550 for each car we sell. That’s down somewhat
om $600 a car last year—not because inflation in health care costs

j abated, but because we eve selling more cats. . .

"The cost of Chrysler’s Health Care Program—wltich covers em-
ployees, retirces and their dependents—grew from $205 per active em-
ployeo in 1964 to some $5,700 per active employee today. Chrysler’s
overall health insurance premium jumped from $81 million in 1970
to $864 million in 1983. This year Chrysler must sell about 70,000 ve-
hicles just to pay for its health care bills, _ -

If something isn’t done to reduce projected increases, Chrysleris
health care costs conld exceed $1 billion in 10 years, or $16,000 per
active worker. , ' '

If we could hold Chrysler’s 1984 projected health care costs to a
growth rate even 50 percent greater than the Conswmer Price Index,
we could save $25 million this year, Tf Chrysler could reduce the rate
of increase in its health care costs just 1 percent, Chryslet conld save
more than $400 million over the next 10 years. ~

Excossive health care costs are eroding America’s abilitygg com-
pete with fopeign companies, a subject you asked us to address, Mr.
Chairman, g{itsubishi Motor Corp., & Japanese car manufacturer in
which Chrysler has an investment, spends only $815 a vear for an
employee’s healthicare costs while each employee pays approximately
$374. Unlike Chrysler, Mitsubishi has no direct cost for retirees or

* their surviving spouses because of Fapan’s national health coverage.

.

Chrysler’s comparable cost per active employee is $5,700—400 percent
higher than Mitsubishi’s cost. C )
That gap may well increase. The Japanese Government is moving

aggressively to control health care utilization by seeking a law to
" Tequire & substantial copayment for employees, beginning at 10 per-

cent and rising to 20 percent. :

What does Chrysler get for its health care dollar? A health care
inctustry that is expensive, wasteful. and inefficient, Lot me share with
you a few examples of what we are discovering as wo analyze our own
health care plan in depth. _ :

Among the Nation’s medicare tecipients. one of the top medical pro-
cedures performed is cAtaract surgery. The procedure takes about 20
minutes and rarely requires a general anesthetic. . r

The average opthamologist charge for this procedure in the Detroit
area is about $2.000. If a doctor performed three of .these procedures
a day, 4 davs a week, 42 weeks a year. he wonld earn more than $1
million, for less than 200 hours of actunl surgery, and have a 10-week
vacation to boot. -

\n .
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Compare this with,.the typical charge of $1,500 for sorious abdominal
surgery lasting 4 to 8 hours. : T '
© asked some doctors to investigato eight Detroit arca hospitals
with extraordinarily high percontagos of nensurgical admissions for
low back problems. This study showed that two-thirds-of the hospital-
izations—and 2,264 out of 2,677 of the total hospital days, approxi-
mately 85 percent—were inappropriate. o

With respect to three of the hospitals audited, none of the admis-
sions were found to be appropriate. : o -

Our physician, oxparts investigated the six Detroit area hospitals

» With the highest number of maternity admissions for our insured. In
#Nore than 80 percent of the 6818 cases studied, ono or more of the hos-
-pital days were found to be unnecessary—a total of oyer 1,000 irappro-
priate days, almost a quarter of the time spent in the haspita].

Wo havg no reason to believe that Chrysler's experience is unique.
Similar wasto and inefficiency “exists in almost overy health benefit
program in this comntry. Chrysler’s preliminary investigation sug-
goests that as much;as 25 percent of its hospitel costs'may bo due ¢
wasto and inefficiency. For Chrysler, elimination of those costs wou]3
save almost $50 million in 1084, ' . :

Other studies have also found substantial evidence of inappropriate
‘or unnecessary hospitalization. We cite them in the testimony. If wo
reduced’the number of hospital days exvected in 1984 by 25 percent,
we would save more than $60 billion—without adversely affecting the
quality of careo.. o ‘

Chryslor is not sitting still. In less than'2 years; we have acted to
save nearly $10 million annually. ‘

We'set up a screening program for foot surgery, which cut utiliza-
tion 60 pdrcent and saves over $1 million a vear. . .

. Wo began a program to promote generic drugs which saves $250,000
T vear. : ~

“‘We mandated second medieal opinions hefore certain elective sur-
geries, which saves $1 million a vear. . L

We'instityted programs to encourage outpatient surgery, which save

*$2 million a year. . ey

. We have started a new program in Michigan to scpeen hospital -

admissions and control lengths of stay for Chrysler’s ?z)nbnrgammn‘
“unit emnloyees. We project a savings of $2 million in,ifs fivst yoar. If
we could extend this program to Chrysler’s United Kll_to Worker em-
ployees, which ‘would require union agreement, wo estimate we could
save $9 million in the first year. o S ’
‘Wo mounted an intensive conununication program to educate b8th
cmployees and health care providers about these new corporation®ini- .
tiatives and the cost of health carey '
- These steps are only the beginning. We are currently exploring sov-
eral preferred provider arrangements, including programs for out-

' patient psychiatric services, laboratory tests, and presoription drugs.

In'short, Chrysler is trying to do everything it can to control health
care costs by eliminating waste and inefliciency, But Chryslor and .
Amoerican business cannot along controNhealth care costs. We need
help to restructure the financial incentives in Amorica’s health CAT®
industry to eliminate its inefficiencies, and, where possible, to instill
some marketplace discipline @nd competition. . -
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« 7 More than 60 peréént of the copts of hogpital care are paid by Fed-
. oral, State, and logal government., Unless public expenditures and
- Federal and State cost cantainment measures are part of a national’

health policy, it is inevitable that cost shifting will ‘continue to dcour.
Sleight 'ofy hand tri¢ks do not reduce healthroare costs~Costs disap-

. pearing from the Federal health care budget have a-remarkable ability
to reappear elsewhere in the system. In the case of.many elderly

tients, for example, the intentive in the medicare DRG cap for early
gi.soharge of hospital patients tramslates into early admission to nurs-
ing homes. The Federal Government plays this shell game because
medicaid pays for most nursing home ¢are, and the Stifes pay half the
medicajd gi l—while the Federal Glevernment gets no Stato help in
paying the medicare bill, Coo e .
other, variant ol the health care costs shell game is the trend to
ambulatory surgery that has caused an explosion of new investment in
eﬂuipment and {)hysical plant for putpatient surgery centers, withgut
anly concomitant reduction in hospital beds. As a result, hospitals con-

tinue to have the same high fixed costs, which must now be spread ..
. ” .

over.fewer patients. . .

Rather than reducing the cost of,health care by eliminating the iriefi-
ciencies and waste in the system, the Federal Government and the
States have thus far found it easier to refuse to pay their share ‘graby
bing credit for reducing budget deficits, when they are only hiding the
actual health care costs under another shell. Rather than -aftack iﬂxe
structural defeets in the health care financing system, the Corigrégs

can business and American citizens. The Federal Government’s sayings
are the increased costs for business and individuals. Lo
Just an example or two of what recent.Federal poli
Chrysler. . . ) S . .
In order to stave off bankruptey in 1979, Chrysler had
active work fo rysler now pays for health care f rly as
many retiyees a ependents as active employees and theigpdepend-
ents. Moreover, the retirees are aging, averaging almost 69 years and
getting dlder. We have more than 14,%00 retirees age 75 or older; 6,000
are' 80 or older. .o . . I
For its retirees, Chrysler pays for many health care services not paid
by medicare. Therefore, as mguficare seeks-to ease its own fingncial crisis
by shifting costs to the individual, if that beneficiary is a Chrysler

ans to

~ retiree, we pick up the cost."

. r

In 1965, a medicare beneficiary had to paly the first $40-of a hospital
stay; today that copa(ment is $356. Similarly, the daily copayment
for long-term hospital stays has risen from $10 to $89 per day—for
the 60th to the 90th day of an admission. Chrysler abgorbs 1 nt
of these increases, The latest increase in the hospital deductible alone
of medicare will cost Chrysler a;g»mximatery $1 million a year. Our
citizens haven’t saved anfthing. ur Government has gimply -hidden

the pea under another shell. A {\m .
ere is one classic example of how the t health vare cost shell
game affects Chrysler: The Tax Equity-and Fiscal Responsibility Act

* of 1982 [TEFRA] requires the employer's group ‘health insurance to .

rovide the primary coverage for gmployees and their spouses over a

. s, 068. That provision doe{; not save our people a single dollar. It simply

A - ) N
v ' H
~ hoow .
. .Q*

o
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" and the administration have opted to im a hidden tax on Amen-".

ink its
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shifts the frk\ madioare to the private sector. The cost to Chrysler
18 $1.4 million in,1988 and will increase annually. The cost to all U.S.
businesses is over $1.5 billion. . ,
.+ Some of the propasals for rescuing medicare are outrageous exam-

ial Seourity to delay medicare eligibility Trom

dvisory Council on
ost Chrysler approximately $100 million over

ago 65 to age 67 woul
the noxt b Yo

next 8 years. Over the next 1 years, the delaK would cost American .

businegs and citizens some $75 billipn. It would s

| ift the cost Berso'l\qu
to citizens not fortunate enough to have such coverago like hrysler’s. ,

“And it would not eliminate a single dollar of waste or inefficiency in
the healtk care system, :

..’ This Nation cannot afford further delay in establishing a national

policy to address the health care cost orisis. The graying of- America

.18 forving the.issue, with an ever-growing population demanding more.
“expengive high technoldgy hospital care.

he effect of the aging of our population on health care costs is
soberix;f. The Congressional n?ndg'et Oftice now projects that Medi-
ospital Insurance TruSt Fund will go bust by the early 1990,

" . Yet, the Hospital Fund crisis is only the tip of the icebor;s; Many
tho\ugfxtf_ul Americans “are deeply concerned about the frightening
levels of unfunded pensian liability in our country. The crisis in the

" Social Security system is the forerunner of far mpre serious financial

crises as we face up to unfunded Government and private sector pen-
_#ion liabilities that many fear approach $1 trillion.

But few Americans have even bogun to think about the unfunded

health care Jiabilities of our Nation. A oyr health care costs increase

" and our population ‘ages, the present, unfunded postemployment

health care cost liability rpt the Fortune 500 American companies
alone—with about 15 milfion active employees—approaches $2 tril-
lion. The total assets of those companies was only $1.8 trillion in 1982,
That unfunded 1iability number alone should make us all realize
that in health care costs we face the greatest inancial end social crisis
in this Nation’s history. . . . '
Congress must befzin to address the costs across the -health care
system, and we welcome these heéarings in that direction, Mr. Chaie-
man. m : ‘
As a MTst step, we recommend that. the Congress this year enact
legislation to establish a Nationa}’Commission on Health Care Re-
form, similar jothe National Conimission on Social Security Reform.

- The Commission’s charge should be to develop a national health

policy, and its membership should include representatives of all in-
‘terested parties—Federal, State, aid local governments, business and
labory senior citizens' and jundor citizens, Jawyers, phg'SioianS, hos-
pitals, and health insuirers, The Commission‘can provide a forum to
develop a comprehensive strategy to reduce costs without reducing
care. The .Commission should be required to mgke its report to the
administration, the Congress, and the American péople within 1 year,

L}

We must creste an efficient health care delivery system. We can’t

_ ‘80 that the next Congress can act. :

l ke:iglgbing the way we are. Wegimply don’t have the money. .

at stark fact presages a terrifying triage for the American

| ~ people, and a debate over eythanasia more searing than our debate

]
: _ . .
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) Rles of the health cams?%st shell game. For exainple, the proposal by the
d
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: make these hearingg so important and your respongibilities as legis-

[
™ 10 ,

over. abortion."In “The Painful Prpsoription,” a book just bublished_

by Henry Aaron and William Schwartz at Brookings, the authors
argue persuasively that, like Great Britain, we will soon ration health
oare in our country. ' :

* We always have had ratfoning, ol course, related to individual
economic wealth. But, with medicare, the Government becomes the |

rationer of health care for those who use and need the acute care sys:
tem most-~-the elderly and the disabled. This role is reinforced.by the
fact that the Federal Government Yunds 90 percent of all the basic

biomedical research in Amerioa, and, togethsr with State and local

governments, pays most hospital bills;

Bluntly put, Uncle Sam_will soon be Elaying King Solomop with .

your father and mother'and mine, and with you and me.,

We face a frightening specter’ in our Nation as medical techhology
and spiraling costs combine to blurcthe lines in hospital rooms among
natural death,euthanasia, snicide, and murder. .

Without the most energetic pursuit of efficiencies, we will S5oon face

world in which there 1s no kidney dialysis for people over 55, no
hip operations—or artificial hips—for those over 65, a world in which
eligibility for expensive anticancer therapy will be based on statistical
assessments of success, and key organ transplants will be severe:g'
limited to special cases of virtually certain.recovery—all as defined

s of Government regulations.

-in pages and pa
&’hat kind of: vision for the future is that #.It’s ngt a very pleasant .
_ one. But in Great Britain that. future is now. That/s just what they

do today. _
We in America are fortunate because we still have time to avoid

- that fate. We-can learn from Britain’s experience. We have a far more
productive society. We can well afford to provide (}:la]it‘v medical care
to all. But we must have a coherent national health policy which will

eliminate inefliciencies and reduce the cost of health care for our society « * |

as 'Whole. . : . . .
" These issues, which go to the very sanctity of humgn life, are what

lators so special.
[The prepared statement of Mr. Califano follows:]  +/

)
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PrePARED STATEMENT OF HON. Jostrm A. CALIFANO, JR.
~ A S
L N .

Mr. Chairinan and Members of the Committee:

I appreciate the opportunity to te:tity on Health

Care Costs lnd thcir effects on the oconomy.

-

The Chryalor Corporation is deeply concerned about

~

rocketing health care costs and believes that our Nation
must formulate a national health pg’lic:‘y 1£%ve are to bring
these costs under cont‘rol. / -

- The f»rsiqtent, unbridled. inflatidénary rise. in
health care costs is an unfair burden for millions of our
citizen—consumers, and for American business as,it seeks to

compete with foreign industry. We must reduce‘the cost off

delivering high quality health care to our. pecple.

v True reductions in costs will come only from fun-

danmental chanq;l in the way ngdeliver and pay tor heal th
Q

care. Those changes nquire concetted action by all thé

Players -z _employers and unions, the Adminiatration and the'

Congress, teder_al. _state and local government, lawyers, and

o ar
the doctors, hospitals, laboratdries, drug companies apd

. . v
other suppliers. Y

/ Untortunatolyn the structure of thc heal th ::are
industry is luéh that caps on paymenta by one purchaser
produce largely illusionary savings. The suppliers simply
shift costs to other purchasers or to other pltél of the
lyltém. ' .

Controllil'\g health care costs has become the Great

Health Care Cost Shell Game. The Congress puts a cap on

- Medicare payments to hospitals and the hospitals just pass

- ” Al Y
.
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the oont-‘\g}f to the states.- The states put their own caps
on Medicald hospital paymentz and 'the hospitals jbat move
the pea to the private insurers and the Blues. The Congress
ontablinhes caps on medical proceduroa in houpitals and the
dootofh move the pea oui:ihe the hospital to their offices

or clinias.” ’

N It's time to end the shell game and establish a

. comprehensive r‘tionul polioy to deal with health care
contd. " ' ’
The statistics .regarainq" healrth care costs are

shocking,

o * This me f : nm ;Am in

- o Health care costs rose. from $41.7
billion in 1965 tq $355 billion in:
1983 -- an increase of 770 percent.
o Hospital costs jumped from $13.9 SN
billion in 1965 -to $150 billion in
1983 —-an increase of 979 pcrccnt..

o

Phy-lclans fees increased from $8. 5
.  jillion in 1965 to $68.1 billion --
" ‘an increame of 700 poicent. . .

« " .

o ‘Over that period, the Consumer Price

' . Index rose:-- but dnly by 242 per-
‘cent. - — Y

¢ a
Bl

And health care is still the most inflationary
v .

uctor \of the economy. In 1983, the .cost of medivcal care -

rose at. a ten percent rate, more than triple the 3.2 percent
increase in the overall consumer prlco‘vlndcx. The Adally
cost of a hospital room tbgo 12.2 percent, to an average of
almost $400 Per day. The 1983 bill of 355 billion was a

. A\ ~
@« Yo * ~
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' levy of alwmost #1,500 6n every man, woman and child fh

[N

. America. Lapt ykar, some 15 cents ot every fedéral tax
» dollar went to the health care industry. . ’

. ' Thie your health care oontiqups ite. 1nf1ationary
k]
A assault - on the American economy. . :
" a
’ There is no longer much disagreement about the

Everyone Qorking in the iystem is acting in response to the
s’

+ economic incentives they tace

’

’ 'First, hotpitalu have genarally been reimbursed on
a cost, or in the cgae of for*ptofit hospitals, a cost-plus

e " basin, Doctors are paid on a fee tor\{Frvice basis. Thus,

the more hospitals hdve spent, the more money they have

“received; the more services dbctors perform, the more money

they make: i ) e ‘ C e A
. The new hbdicare' prosp’ctgfe payment system -—-
setting payments for 467 healfh dilgnOlen from ppcndecto—

; mies to gall bladdor operationsa. —- 1- a step in\the right
. direction. But even with this Diagnontic Related gtoup
ot (DRG) system, Medicare continuon to fund capitll expendi-

v “tures ;nd physician ttaining on a cost ba:lt. And the DRG
‘uy-tom is part of tho Great Health Care Cost ‘Shell Game: It

lets the hospitals ;hift the pea to tholltatoh and private

, insurers, and it lets the dottors shift she poa‘out of ‘the

-

hospital and into- their offices where tﬁcto are no cost
containment caps.

AN

4 ; -
37-264 - 85 = 2 , k5

=0

structural causes of inflatlon in the health care indugtry.’
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Secopd —— and of critical lmportance as we think

of the potdntial for a competitive oconbmy 1n health care --

the prevailing third pagty paymont iyntpm eliminates any

relationship between the /b :and \nhe te]ler. When an

-

hperiban buys an automobile, he or ,hq ficks a dealer, ndbo—_

tiates about model, pricp, tetms of paymknﬁ optional equip-
nent, color. trim. Thcn the buyer plﬁﬂ&\thc car he or ‘she

\.‘ k
wants, and pays for it. . \{x WJ . .
. - But noone enters a hospital a says, "I would
llke ‘an’ app@ndoctomy today. .or *I wahld}ifze a hynterectomy

tomorrow.* Whére hospitnlization 10 Anwdived, the: patient
- . ) ‘}“

doesn't even pick the surgeon or ppe¢falist; the family -

physician does.” That lpeciélint py;bqrfbe‘ tﬁe medic‘l
procedures and picks_ the hospital agl ;hich théy will be
performed. Knowing he is not likely“tolbe_sued for conduct-
ing an cxtra test, the doctor has evéry incentive to run
lots of tests. And 80 doos the hospital, lincg\itn charges
for tests help: pay fqr the expon.ive Jquipmont used to con-

duct them. ) o,
The doctol ordering up t*éﬁﬁd}tcal‘procoduroa-and
‘tesys doesn't pay the bill. And Ebc p&tiont has no sense of
paying it. More than nihety-four pct@ent of hospital bills
are paid by the government programs’ rikt Medicare and Medio-
atd, private 1n-uroxi\mnd the Bluo,“ »

‘ stein health care paynont lyntom.ﬁvith qargantuan gtowth on
the .uéply ;1dc as ve train moro“ﬁhyniciann, build more

These .truotural characto(itt}on create a Franken- .
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. hospital beds ‘lnd invent more expensive medical technql+
ogies, ,and with 1ittle, if uﬁy, resistance on the démand

v v gide. g £

0t
3

. The oréation of this health carellcost monster aia |

‘ 1 ) «’ 5 -
not spring from the brain of some dement®d doctor. We all

—~

con;ri@uted mfghtily to the effort. " SR

¢ . American buslneaaes,\cxperlencing high'growth 1.)
che post~Wor1d War IL period, had 1little concersn as they
cxpanded health care- benefits. Atter _R11, health .care

seemed a lot less cxﬁensive to give omployees than a highef

' per hour wnga.

H ]

Oni ons dema?gsggamqre health care coverage for

.thelir momber-, especially since healtq premiums wete tax-~

+
tree fringe benefits to wotkera. With each round of bar-

gaining, managers who' fought with otheY suppliets over the

¢

. price of each nail or screw, and union leaders who negoti-
ated for cach ‘hal f~cent an hour, kept adding health benefits
to contract- without realixing that they were‘gecqming hoa—
tage to costs beyond theéir control -- contl that over the

?

long run cndangcred job. and hobbled protits.

'~ The governmept also made its contribution. When

"the Medicare and Mwdicaid programs were instituted in the
- - . [y . '

'1960°'s, the government was prcoccupled'with-impro;}ng acépe:
. 'v‘ - . o . *

to health care for the ¢lderly and the poor. Bo we paid the

politicadl pricc by linpiy superinposing thp-elprograma on

. v
the existing cost-baseq, fee-for-service system.

N
»

-
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'l{;n dbctors and h(;lpltll. lnigigly resisted these
government programs. But once the Congress legislited the
tcc-éor—l;rv‘loc, cost - and cost-plus :'elmburlement system
into 'th‘m, the doctors and hospital adwministrators. cheer-
tulljr joined in the creation of this uvo.llen 'health ,cafe

cost Wonster.

leycra,l judges and juries fed this rrankenntoln

by nalpractlce lltlgatlop that establ ished unprcdlctnble and
unceal istic .tandnrdn of negligence and whopplng judqmcnts

against doctora and hospitals who failed to. run one test or
another. v - ' J

: 4 . c

It didn't take long to recognize the dangers. In

1968,  President Lyndon Johnson sent '.Congra.a ‘a message on

- "Heal th In America* citing three major dcﬂc}lenclca‘ with the

structure of the health care parket: DX '

o “Health insurance plans [that] en-
courage doptors and . patients to
choose ‘hospitalization even when
other, less costly forms of care
vould be oqual)y effective;*

8 ] ~

o The tu—tor-urvlqc system of paying
hysicians “*with no strong economic
ncentives to encourage them tp avoid

provldlng care that is unnecessary;™
and

o “Hospitals [that]l charge on a_ cost
basis which places no ponalty on
inefficient opeutlonu.

Pruldont Johnson asked fof 10910.tlon to test
nev payment lyltcml. ‘Congress refused to act that yur.
And it has failed to act decisively since them, delplte the

repeated entreaties of every President since Lyndon Johnson.

-

“~<a
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The Chrysler §tory —. ' ‘

L3 " Y ' '

- . Por the/past two years, I have bco}a serving as °

head of a special Committee on Health Care\'off the Chrysler

Bo‘td of Directors created by Chatrm;n L.ee Tacocpa. This is

- » .
the only committee of its kind in American business., 1Its

members, in ach_ltion to Mr. Iacocca and myself, are Douglas:

-
Fraker, former head of the United Auto Workers; Jerome

- Rolland, former cChairman of the American Red Cross, and

Williaf Milliken, former Governor of H'}'chigan.
'- At Chrysler, as we ‘toug‘ht for s;rvival, we had to
address the cost of heal t.h‘ care. )

, It has not been an easy task. In 1984 Chryél_{er‘s
hcqth care Icont'n will exceed $400 l‘ailllon, l\.kin’g the Blues
Chrysler's single lprge‘pt supplier. That's morée than 31.‘1
mullo; each day. g This year Chrysler's total health care
bill (which includés Chrysler's Medicare payroll tax and a

portion of the hollth ‘insurance premiums of its suppliers)

will exceed $550 torroaohl car we sell. Yhat's down ,somew hat

. from $600 a car last year -~ not because 1n_flatlor.1 in health

care cbstis Has abated, but because we are ielling more cars.

) Th:‘cont of Chrysler's health ‘care program (which

.covess employees, retirees and their dependents) grew from
: ’

$295 per active ‘mp'loyoe in 1964 to some.$5,700 per active

employee today. Chrysler's ovotalllilnlth insurance premium

jumped from $81 million in 1970 to $364 million in 1983,
This' year Chrysler must sell about 70,000 vehicles jusé.to
pay for its health care bills.. .

P .
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It lor;n\:binq 1sn't done to-. reduce projected
" increases, c'hryllor‘l health care costs could¥ exceed
sl billion in 10 y'e;nni, or ¥16,000 per active worker.
If we could hold Chryller s 1984 projected healt’ ,
g care costs tp a grbvth rate even 50% greater than the Con-
sumer Pr‘ce Index,‘ we could save,$25 million this year. ‘ 1f
.Chr}'ller gould reduce the rate of increase in its health SN
care costs just one percent,‘Chrysler could' save more than
;400 millipon over the 'next ten ye&rs. ’
Excessive health care- costs are eroding‘ America's
ability to compete with foreign com“panies. Mitsubishi Motor
Corporation, a Japanese car manufacturer in which Chrysler
has an lnvestm;nt, lpénds- only %815 a year for an employee's
health- care costs ;hi’le each employee pays approximately
33'_74. Untlilw Chrysler, Mitsubishi has no direct cost for
- ‘retirees or/ their surviving. spouses because of. 6 Japan's
' national health covera;;;e. Chrysler's cOlﬁpar'pbie cost per
, mctive employee is $5,700 -~ foyr hundred pprcent higher.
"I‘hat(gqp may well inbtrease. Thé Japanese qovtr,ﬁ—

ment is moving aggressively to ‘con Phealth care utilizl‘/ . 3

5

- tiOn by seeking a law to require & substantial co-payment g
., for employees, beginning at 10 percent and riain'g to 20

percent. . '

' - What does Chrysler ‘get tor its health cqre doIltr?

A hoalth care industry that is oxpensive, vasteful and

inefficient. ‘Let 'me share with you a few exanmples of what

3
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. ywe N discovering as we analyre our own health care plan {n
depth. ' . C : ‘ ™

v

S 4. o ¢
o Among the Nation's Mi§Picare ucip(—
: . ents, a very common medical procedure _
. ~ ﬁ\ i cat:‘:}ct surgery. The procedure : . .

'

takes ut 20 minutes, and rarely
' ) . requires general anesthetic.

The avegpg(opthamol&gist .oharge for
this procedure in the Detroit area is
about $2,000.

If “a*doctor performed thtee of these -
Etocedutea a day. four ‘days a wee

2 weeks a year, he would earn
than %1 million, for less than/200
hours of actual surgery; and h
10 week vacation to b_oo&

» 4 Compare this with the typical c
- of $1,500 fox serious abdominal
’ gery lasting four to five hours.

- @~ We asked some doctors to investigate -
A . eight Detroit  area hospitals .with
\extraordinatily igh percentages of : ’
non-surgical adwissions for low back
: ' problems. ,

This ltufy showed that two-thirds of
a . the hospltaldzations -~ and 2,264 out '
/ ¢ of 2,677 of the total hospital days [ .
~~ approximately 85 percent -- were .
inappropriate. . .

L
With respect to three of the hogpi-
tals auvdited, none of the admissions
were found to be appropriate.
* In more than 60 percent of the cases, .
- patients were subjected to electro- ”
myograms -- an invasive and expensive a
“ procedure that is necessary only if
. ' tut?uy has already been clinically
C » indicated. All the test results were
. normal.

Had the inappropriste admiassions not

occurredgeChrysler would have saved ‘
approximately $1 million.,

N R - P
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ur Jphysician experte..investigated
h(/lix Detroit area hospitals with
. ‘the highest number of maternity
. admissions for our insured. In more
" than- 80 percent of the 618 cases
studied, one or more of the hospital
days were  &ound to be unnecessary --—
a total of over 1,000 inappropriate
days, almost a quarter .of the time
spent in the hospital.

.0 0
“t

If the 1nappto$}yﬂte\dayi were elimi-

- nated in onl those 6, hospitals,

Chrysler .would have saved $1 million.
\ oy We have no teasqn to belier [}put Chryslerfs
. experience is unigue. Similar waste and inefficiency exists
in almost evefy health benefit program in this' country.
Chrysler's preliminary investigation suggests that ;é much
as fS“petcent of its hospita} costs may be due to waste and
inefficiency. For ‘Chrysler. el imination of‘those costs

would save almost $50 million in 1984.

Other studiesg have Qlao foﬁnd substantial evidence
of 1na§propriate or ,unnecesaiiy hospitalization. The
'Depirtment of Health and Human Services sponsored & study of
the appropriateness of hospitalization of Medicare paflents‘
in 1980. The study sample included 25 hogpitals, urban and

rura), from different regions of the country. It found that

20 /percent of the hospital admissions were either unnec-
efsary or premature. Most importantly, the study concluded
hat 27 percent of hospital days were medically inappropri-
ate, If we reduced the nﬁﬁber of hospital days expected in
1984 by 25 percent, we would saye more than $60 billioR"--

vithout advergely affecting the quality of care.
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‘ Chryllef is not n(tting still. 1In less than two

‘years, we have acted to save nearly $10 miilion'nnnuallyx
P‘(..L - -‘ . . - - ) ]
., o We set up a screening gprogram for ‘
- foot surgery, which cut utilixation
. 60 percent and saves over $1 million
a year. \ .
b 0 We began a program to promote generic
! . _ drugs which saves 3250 000 a yc/&r v
"© We mandated second aodical opinions -
before certain elective lurgeries, ‘ -
! which saves $1 m} lion a year. ' ’ . \//,./ '
© 0 We instituted programs to onconrage 2 4 : ’
outpatient surgery, which save -62 ,
million & ypar. NI

reen hospital! admis-
ons’ and control lengths of stay for
hrysler's non-bargaining unit —
employees. We project a savings of
$2 million iny its 1rlt.year. If we:
could extend this ram to Chpys-
ler's United Auto idr employees,
ich would require union agreement,
estimate we could save $9 million

in“the tirst year. o . oy

o We DNhave ltar&gd & hew program in ..

o We OffXr financial incentives to -
encourage our employees to enroll, in
Health Maihtenance Organizations.

It

&% .
o Just 'ucontl} we offered ourqomploy- . . .
-+ ees in Indiana and Michigan the
- opportunity to participate in Dental -
. Health Maintenance Organizationg.
: 11,000 employees and retirees joined
~ . and this will save us $2 million a ‘
year. _

- : o We initiated a pilot incentive pro-
: gram, called "One Check Leads to .
. ) Another," to encourage employees and .
! retirees to review thelr medical - o
bills for accuracy. Where they find
overcharges, we share the refund with e
« ' them. We hope this program will also
4 ) . lead to a greater awareness on the
' part of our employees of the costs of
their health care services.




. o

«©

ﬂ
¢#costn. Costs disappea;ing from thq federal ,ﬂealth care

\ r.

: mounted. an intensive communicatign
ogram to educate both employees and
ca th care providers about these new -
. corporation 1nitiatives ‘and the cost
. of “health care. -

c These steps are only th;<\beginn1ng._' We are
currently explofing several preferred provider arrgngements,
lncluding programs for outpatient psychiatric pervices,
laboratory teata,_und prescriﬁtion drugs. =« ~

! In nhsrt, Cﬁrysler is’érying to do everything it
can to control  health care coﬁts by eliminatidg.waste and

inefficicn;y. But Chrysler and American business cannot

g%ntrol health care costs q}o&;. We "need heélp to restruc-

o

ture the’ financial incentives in lheric&‘s health care

. industry to eliminate its inefficiencies, and, vhere poss-

ible, to instill some markntplace discipl ine.

More than 60 percent .of the costs of hospital care

are paid by federal, state and 1ocal government. Unless

public expenditures and fcderal'and state cost containment: °

reasureg are part of a natlonal health policy, it is
inevitable that cost sshifting will occur.

.

Sleight of hand tricks do' not reduce health care

budget'have a remarkable ability to reappear dlsewhere in

" the lystcm. In the case of many oldarly -patients, \for

cxamp&e, the 'bccntive 1n the Medicare DRG cap for early
dilcharge of dospital paticntl translates 1nto early admi:-

sion to "nursing homes. The fcdctal government plays this

ilhill game because Hddicaid.puyi for most*nursing home care,

{
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.- and the states pay half the Medicaid bill Kwhile the federal
. ' 4
government gets no state help in payi{g the Medicare bill).
N Another variant of the health care cost !h‘ell game

Ay L

. ' is the trend to ambulatory surgery that has caused an explo- .

-

sion of new investment in equipmen® angd physic-al plant for

E outpatient nurger‘y centers, without any concomitant reduc- '
tion in hospital beds. As a result, hospitals continue to
have  the same high fixed costs, whi(:h must now be ‘spread h
over fewer patients. ‘

. Rather than reducing the (cost of heaith care by
dliminating the 1neffic1en§1es aﬁd waste in the system,  the
Federal goverpment and. the states have thus far found it

. ;asier ‘to refuse to pay their sgﬁre,} grabbing credit for
reducing budget deficits, whe'm they are only hidin§ the
actual health care déosts undd.:r another sghell. _Rather th_an -
attgck the‘ a-truc_turalv defects dn the health ca:re fin'ancing

. system, the Congrésa and t:e Adm%rﬁstration have opted to
impose a hidden tax on American business and American citi-
zens, The federal governm,,nt's'_ “"gsavings" are the. 1ncr.ea"sed
costs for business and individuals. - ~

Q Let me tell® yoy what recent federal policy means

to Chrysler.

-

-

A3 ‘ l
In orhgr to ltjre off bankruptgy in 1979, Chrysler

workforce. Chrysler wmow, pays for

) ’ had to shrink its activ
' health care for nearlx' as many retirees and depem}{nts as
. active 'mployeeus and their dependents. Moreoever, the

retirees are aging, 'averaging almost 69 years and gétting
P N N\ . - - .

~
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é;dor. We have more than 14,000 retireés age 7% or-oldery

.‘6,930 are 80 or older. . .

For its retirees, Chrysler pays for many health
car; services not paid by Medicare. Iherefogc, as Medfcare
seeks to ease its own financial crisis by‘ahiftin; costs to
the individual, if that beng!iciarylis a Chrysler retiree,
ve p\ick up the c%st. _

Yé:h In 1965, a Medicare beneficiary had to pay the -
first $40 of a hospital ;tay, today that copaymenf 1;L$356.
Similarly, the daily copaymeht for long term hospi tal stays
has risen from $10 to $89 per day (tér the sixtieth to the
ninetieth day of an admission). Chrysler absorbs 100 per -
cent of these increases. The latest increase in the hospi-
tal deductible alone will cost Chrysler approximately
§1 million a year. Our citizens haven't saved apyfhing.

Our government has "simply hidden the -pea under another

shell. v

Here are some more examples of hoyw the Great

Health Care Cost Shell Game affects Chrysler:

© Hospitalszs in Michigan will shift 2

million in bad debts to Chrysler

bills in 1984. Medicare and Medicaid

do not perniit hospitals_to shift bad
debts to them. . ~

o The Michigan State Insurance Commis-
sioner has charged private payerggto . '
help subsidize the costs of inlur"cc
to supplement Medicare coverage ‘of -
senior citizens.

0 The Tax MEyuity and Fiscal Respon-
sibility Act of 1982 (TEFRA) rcqufges
the employer's group health insurance
to provide the primary coverade for

-, R
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smployees and their spouses over age .
sixty—-five. That provision does not
\ . save our Yooplc a single dollar. It

simply shif
to the private sector. The cost to
Chrysler is $1.4 mil}ion in" 1983 and

" wil)l increase annua¥ly. The cost to
.all U.8. (businesses is over $1.5
billion. ( .

Some of the proposals ‘for rescuing Nedicare are

Y

outrageous examples of the Healdh Care Cost Shell Game. For
example, the proposal by the AdJ’kory Council on Social

Security to delay Medicare eligibilify from age 65 to age 67

would cost Chrysler approximately)tloo million over the next

five years. Over the né&t ten years, the delay would cost
Americam business and .citizens some $75 billion. It would
-hif&‘the cost personally co citizens not fortunate cnbuqh
to hdve.luch covcragdi And 1t would/not el iminate a lingle
dollar of waste or inet!iciency in the heak&h care aystcm.
This Nation cannot afford lg:ther delay in estab-
ligging a national pdlic; to addreaq'the health care cost
crisis. The graying of America is forcting t@:«llsuc, with

an ever-growing population demanding more expensive high

‘technology poupitll care.

In 1940, roughly seven percent our our pgpulation

was 65 or older.' Today that proportion is about 12 percent.

When th(ﬂbaby boom ripens into the senior boom in the first

ts the pea from Medicare ’:9

quartér of the next century, some 20 percent pf our popula- |

tion —- about 60 million Americaql -~ will be 65 or older.
Aja the compositidbn of our older citizens is

changing. In 1940, less than 30 percent of our senior

,l
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oitizens were 75 or older. By the end of this century,
“almost 50 percent of those over 65 will be 75 or Ol\:r
Lo It's not just that life. expcctancy is now 72 for a .
lan and 78 for & woman. Par more 1mportanx is that those
who live to bb 65 now have a life expectancy of 82.

The et&:ct of the 4ging of our population on
health .care cosats iz sobering. The Congressional Qudéet
‘office now projects that Medicare's Hospital Inéurance'Trust

L

Pund will go bust by the early 1990s. ‘
, Yet, the Hospital Fundlcrisis is onlx the tip of

the iceberg.; Many,thoughtgul Americans are deeply concerned

" about- the frightening levels of unfunded pension liability
in our country. The crisgis in the Social Security';ystem is
-the forerunner of far more gserious financial crises as we
face up to un!uhded govégnment and ‘private sector pension
liabilitieg that mady fear approach §1 trillion. .
A'But few Americans have ev@n begun to think about

the unfunded health care liabilities of our nation. As ourl
health oare costs increase and our population agea, the
prcsbnt; unfunded post-employhent health care cost liability
of the Fortune 500 American companies'alone ~- with about 15
million ombléyeel -- approaches %2 trillion. The total

assets of those companics waa only 01 3 trillion in 1982.

v That unfunded liability number alone should make
.us all realize that in hoalth.ca:c costs, we face the great-

»

est financial and social crisis in this Ration's history.

e
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. (fongnn nust bcgin to address the costs across
the health care system -— not just '.the issue of federal
expenditures, but the fundamental issue of how we can
restricture the aystem to ollminnte'wantc and 1nefficionc_y
\and contain future growth while tbntinuing to provide high
quality care for our citizens. |

. As a first jtep, we gecommend that the Congress
this year enact legiflation to establish a National Commis-
sion on Health ca ‘ eform, similar to the National Commis-
sion on Social BSecurity ;\etom. The Commission's .charge
should be to detelop a national health policy, and its mem-
bership should include rebreaentati\les OE all interested
parties -- federal,’ -t.ata and local governments, business,
and labor, senjor citizens and junior citizens, lawyers,

4

physicians,‘ hospitals and health_insm:g. 'rh? Commission
can provide a forum to develop a comprehensive strategy to
reduce cost; without reducing care. The Commission should
be nrequircd to .muko its report to the Administration, the
Congress and the American people within one year, go that
the next Congress can act. | '

_ We must create als efficient heya}_th care dclﬁery
.lyntcm. We can"t keep going“the ww_?re.. We simply
don't have the money.

Ti\at stark fact presages ab terrifing triage for
the Meriéan people, and a debate oyer euthanasim more
""uatinq than our .debate over aborti:;;\. ‘xn. “"The Painfﬂl

>

. \b—
Prescription™, a book just published by Henry Aayon and
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William Schwartz at Brooklngl.'tho authors argue persua-

’

sively that, like Great Britaim..ve v111 soon ration health

care in our country ) .

We always hawse 'had rntlonlng, of ocourse, related .

Ay

to 1nd1v1dt}ul economic wealth, Put, with Medicare, t;\e
qovernment becomes the rationer ot'.health care for those who
ase and néed the mcute caré system most. This rolp is rein-
forcad by the tact that the chernl government funds 90
percent of all the basic biomedical reuearch in Ameriba,
ind, together with -t.ate and’ local ‘qov‘ernmenta, pays most
hospital billa.,

' Bluntly put, Uncle Bam will soon t.ze playing King
sélomon wvith your ‘tather and mothe{.lnd mine, and with you
and me. - ) a_— ' 3

We face a frightening specter in our nation as

medical technology and spiraling costs combine to blur the
1] i .

lines in hospital rooms amélmg natural death, outhanaail’,,

suicide and murder.

Without the m}lt onﬁ:tic' pursuit of efficien-—,

cles, we will:'soon face a wld in which there 4s no kidney

dialyeis for people ovor 55. no hip operations (or artifi--
cial hipl) for th%, over 653 a4 world in which oliqiblhty .,"

!or oxponsivo nnti _qnncer thor Py will be 'based on statis-
ticll alussmentq of luccoll, and key organ Zransplants will

be severely limited to special cases of virtually certain

_ recovery —- all as defined in pages and pages of government

)

. tegplations. .

N
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. A
What kind of a vision for the future is that?

It's not a very ploa-aﬁt one. But, 1n Great Britain, that

. 2
future is now. That's just what they do today. -

_We in America are fortunats becausp we still have
time to f}VOdd that T e\ can learn from Hritain's
cxpcri,g:o. V:AhaVQ Ci;:::;;:::producéive soclety. We c;n

_well atford to provide quality medital care to all. Put we

must have a coherent national health policy wkich will

eliminate inefficiencies and reduce the cost of health care

’

’

for oyr locicﬁy as a vhqlo. . v
These issues, which go to the very sanctity of
human life, are what make these hearings mso important and

your relponlibil“lol as legi{slators so special.

-~
x

e
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_Senator Jeesen. I thank you, Mr. Califano. Your reputation as a
man who gots things done and gets right at the heart of things cer-
tainly is justified from your téstimony, and while it’s a little bit fresh,
if I may, I’d1ike to pursue a couple questions and thengét some addi- ~
tional perspective wKe‘n Mr, Shelton disousses goe of the Ford Motor '
Co.'s specifics on this. T e _ -
You point out in Great'Britain the rationing system dy exists
and suggest this could be the caso in this country if we'rohot care-
ful. Let me say first off that I hope we never seo that day and I am
willing to do everything to se¢ that it doesn’t happen here. a
But my question is, do you believe that the rationing appreach has -
’ come about in Great Britain because of the excessive government
vegulations, specifically the national healtlr insurance system they’
have over tile{e, or is i{ a more fundamental flaw in their health opre
delivery system { : :
Mr. Carxrano. I think, Mr. Chairman, that it’s come about because
of the explogion of henlth care costs in Great Britain,.which is just &
few years aheand of us in thatgegard. Every country that's adopted a
national health plan has basicalfn taken the systemr as it existed and
. simply put the national health plan gn top of it.
lor exgmple, in Great Britain, the doctors are on the government
payroll and the government owns the haspitals. That happened be-
cauge the British plan was put into effect just at the end and right after
World War II and at that pqint in time the voluntary hoz}pita gystem
A had collapsed in' Great Britain.. The hoslpitals were full of war casual-
ties and t?\e vernment was running all the hospitals and all the doc-
tors were in the military and on the government. payroll. )
In Germany, when they put in a national health care system, the in-
surance companies were virtually in total control of the German
health cure system and their national health care system is run by the
insurance companies, They have severe health care cost problems, but
not as bad as Britain’s. 0 d) \
In our country, when we adopted medicare and medicaid; the orig-
inal proposals were to change the fee*for-service reimbursement sys-
»  tem and to change the system of a cost-based payments of hospitals,
but it wasn’t possible to pass that legislatidn and, as iou indicated in
your.opening statement, our focus was on access to health care. We
were worried about givin% elderly people and poor people access to
(  health care and we didn’t think about costs. o "
Just as & brief anecdote, I can remember a meeting with President
Johnson and Wilbur Cohen and Larry O'Brien who was then the
President’s liaison to the Congress. The medicare bill was in the House
Ways and Means Committes, We couldn’t get it out. Wilbur Cohen, .
who was at HEW then, saidf-or Larry O'Brien said, “Mr. President, .
the only way we can get that out is to accede to the doctors and hos-
pitals and retain the customary and reasonable charge payments and
+the feo-for-services and what have you.” The President. said, “How  »
much will that cost” Wilbur Cohen said. “About half a dillion dollars
a year.” President Johnson said, “Only $500 milliont G it out.” a
: And so T think it's more than that we haven’t done anything to deal
——with costs R th i
o Then the British basically put & cap on it and said, “We #ill only in-
crease health care payments by » percent.” I don’t know what it is

o _ S n _3'5 : | ‘ :
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« too. We are ready

“ 8

today. When I was Secretary of HEW, it was about 8 percent. And
a8 a result, this rationing system, took place. -

And I think costs will drive this country to a rationing system if
.we don’t act to make a medical system more efficient. -

Sertator JerseN. Do you t&xinl{ it’s acourate to say that our Govern-
ment has taken a very narrow visw of health costs and they’ve prett
much foouséd in on medicare and medicaid rather than the %roa(}I'
b look atit? . _ B ‘

fr. CavLrano. 1 do, My. Chairman. I guess'if I had to sy that
thore's a central thrust to Chrysler’s view and my experience both in
the Government and now in the private sector, 1t is that the health
care system is like a pillow. The suppliers have control over where
they will place costs and without com{)etition, if you push down one
partof a pillow, another part of the pillow up. An(f what happens
when you put a cap on medicare is that the hospitals whether the
follow the diagnostic related group limits or the number of medioﬁ
“procedures covered, they will start—and they have started shifting
008ts oven to private insurers. That’s why there’s been such a rush—
this year I think the States have passed 800 or 400 laws to deal with
.health care costs in one way or another booause they are getting
squeezed by costs shifts, ' ,

So I think it would be our hope that when tha Congress deals with
this and the administration deals with this they take measures that
will affect the entire health care s¥swm‘ and that we have a national
health policy in this country to deal with the cost problem, ’

Senator J‘;.rsnn._ Just one quick last question and then we'll move
directly to Mt. Shelton and then we will come back and the ‘thres of
us.can disouss this in depth after his presentation. :

You meontioned that Mitsubishi pays $815 a year approximately for
health costs compared to $5,700 a year that Chrysler pays. Is there
any difference when you look at the benefits? In other words, do we
got what is 400 percent more of the benefits in uality caret _

Mr. CALirano. No. T think in Japan the hea‘]t.h carg quality for the
Mitsubishi employees is every bit ag—the -care and access to care is
every bit as wide and as high quality as it is in the United States.

- T think it’s comperable care. The different components in that system
is the employee at Mitsubishi makes a substantial copayment of over
$300 in effect per vear. Qur employees in the auto industry at Chrysler
certainly essentially make no copayments,

Second, in the retirement phase there aren’t these enormous gaps in
coverage and in effect the national health care plan in Japan covers
older people. I don’t mean to imply that Japan is without its cost
problems. They do have henlth caro cost problems. Their costs are
rising. Their hospitalization is rising. But they appear to be moving
aggressively in trying to deal with it and it {s part bf the tremendous

- disadvantage that we¢ have in competing with the Japanese and we

can’t desl with that disadvamtage alone.. Chrysler alone cannot deal
with the costs it’s pgying for its employees. The-Government has to act,

ggo. We're ready. We are trying, as Ford is try-
ving—and I’'m sure Mr. Shelton’s testimony will indicate—biut we can't

do this job alope, .
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Senator Jriern. That's a good lead-in for our next avitness. Chrysler
says they cafi't do it alone. Ford Motor Co., Mr. Shelton, you may
proceed. Your prepared statement will be entered into the record. You

may proceettin dny manner you m\(}gsim.

STATEMENT OF JAUK K. SHELTON, MANAGER, EMPLOYEE
% INSURANCE DEPARTMENT, FORD MOTOR 00.

Mr. Sumuron. Thank you, Mr. Chairman,

Ford Motor Co. welcomeg the® opportunity to provide testimony
before this committee and, as you recommended, will summarize the
prepared statement. ¢ .

Industry is aware and concerned about the rise in health care costs.

In 1982, hoalth costs as a percentage of GNP vose 10.5 percent, up from

" 9.8 percent in 1981, This 1-year increase of .07 of a percentage point of

GNP is about the same as the incresse for the 5-year period 1975 to
1980, and only slightly less than the increase for the 5-year period
from 1970 to 1975,

It's estimated that in 1983 health care costs climbed to 10.7 percent
of GNP. For the period 1970 to 1982, business health care costs. in-
oreased more than twice the overall U.S. rate and well over three times
the increase in GNP. 0

Health vosts have become the fastest rising cost-of doing business
in Amerioa and business is picking up a larger share 6f the N ation's
health expenditures every year.

Health care also has become & major cost of doing business in large
industrial States such as Michigan. From 1966 to 1083, 'Eer-capitt
spending on health care in Michigan increased 550 percent. This seem-

ly uncontrollable escalation in health costs is a serious problem for

in
.all of us—Federal, State, and local government, business, labor, and

the general public.
or Ford Motor Co., automotive and, related operations, health

_benefit costs in 1983 was $742 million, up about $250 millitnt over the

past 5 years. Health care costs for our employees, retires and their
eligible dePendents added about $300 to the cost of each vehicle Ford
produced in the Unitéd States in 1983, well over twice the $130 per
vehicle number just 5 years earlier. oo

While many factors contribute to the high cost of health care in
this Nation,-the most significant is the lack of appropriate incentives
for consumers and providers to use health services in a cost-effective

‘marnner. .
Getting health care costs under control will require the right in-

centives/and more competition between provider groups and major
i nce programs: These actions could include changing the tradi-
tional fee-for-service reimbursement system to one of capitationtwhere
gervices are provided for s single monthly fee with the provider ac-

- oepting the risk for health services utilization and costs.

At Ford, our health cave cost containiment actions are govel ed
by a philosophy that competition created bv voluntary, private initia-
tive oftep the best opportunity for controlling costs-in the long run.:

.
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proaches should be minimized and designed'to promote, not impede,
private seotor initiatives, :

Consistent with this philosophg",’ Ford has undertaken three ap-
proaches to the health care cost problem. . A

First, the company promotes changes in health financing that are
designed’to increase market competition and create finanoal incen-
tives to contain costs. Examples include offering alternative health
oare ‘delivery systems such as hea]th maintenance or nizations, or
HMO’s, inclusion of copayments in benefit programs, financial incen-

- tives to_ promote ambulatory surgery, and inoreased pse of capitation- -

/ tyge and cFl‘eferred provider arrangements.

econd, the company supports short-term programs designed to
corroct utilization problems caused by ina propriate incentives in"the
health system. Examples of these types o¥ programs include various

forms of utilization review, the second surgical opinion program
active support of State and looal henSt\l;F&ﬁning efforts, 1mprove(i

administration of company health plan d partiocipation in business
coalitions, : S
Third, the company promotes preventive health services designed to
improve employee health status and reduce future demand. %e be-
lieve most major improvements in personal health status can be best
achieved through changes in personal lifestyle. Ford therefore pro-
motes preventive and health education [;lm rams to minimize em-
Ployee heslth risk factors and promote health lifestyles, ‘For ex-
,ample, Ford’s employee involvement teams deve oped and now run a
fully equipped employee -fitness center i Dearborn, MI. Aerobics
tlasses are being test piloted in one of our plants, and other locations
are offering programs such as smoking cessation programgs and hypey-
tension screening, substantive youth counseling and so forth,

- Récognizing that the cost-inducing incentives of the existin 8yS-
tem developed over many years, and that several years will,.be re-
quired to turn these incentives around, our efforts include a blend of
programs; some are expected to have immediate results while others
are geared to the long term. Where feasible, we promote greater price
competition in the delivery of health services and the development of
appropriate financial incentives for the consumer to demand care, the
hospitals and physicians who provide it, and the insurance companies
who finance it. _ '

. Returning to our first aﬁpmach, promoting changes in health financ-
ing, 1'd like to share-with vou Ford’s expertence with health mainte-
nance organizations, HMO’s, :

At Ford Motor Co., HMQ's are the cornerstone of our health care
cost containment. program. Presently 85 percent of Ford’s employees
 are offered the HMO qption through 84 HMO plans around the coun-
~ try, Steady enrollment increases since 1970 show that our employees
are satisfied with the coverage they receive as HMO members.
- __In 1088, Ford saved an estimated $7 million in premiums through
- HMO enrollment.of almost 19,000 employees or about 9 percent of
those eligible. During our salaries emnloyee opkn enroliment last No-
vember, HMO membership increased by 155 reent. Now 20 percent
of salaried eligd . '
long to HMO's. This brought total enrollment for both hourly and

/
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salary employeosto 28,000 in January 1984 or about 18 percent of those

_eligible. And I should mention that hourly employces are presently

undergoing their annual open enrollment. and we expect their par-
‘ticipation to increase.

HMO’s have a time-tested and consistent record of success, Most im-
portantly, HMO’s address the root causes of the cost problem. They
reorganize the delivery system and place responsibility for cost con-
tainment with the group having the most control over costs, the
medical provider. .

For emplovers like Ford, with fully paid comprehensive health care
benefits, HMO'’s offer immediate savings due to lower premiums. In
1988, Ford HMO premiums averaged abqut 16 percent below tradi-
tional plans. Those, HMQ savings and the potential for future savings
are attracting the attention of management around the country.

HMO’s also create cost competition within the health system. This
competition usually takes one,of two forms: One, competing providers
and insurers develop thuir own HMO’s; or two in an effort to maintain
market share, traditional insurers become more cost conscious and im-
plement needed cost containment programs. '

Ford’s involvement with HMO’s is not new. We've dealt with them
for over 80 years and our experience has been favorable. Wo believe
HMO’s favorably influence health costs and that they are an essen-
tial element of any business or community cost containment strategy.

- Bofore concluding, I'd like to call your attention td one additional
factor contributing to business costs problems and one which is grow-
‘ing in importance.

Recent Government policies to Yelieve its costs problems have re-
sulted i1} shifting public health costs to thé busihesy community. Ex-
amples gf such policies include making employer plans primary for
cortairf instage renal disease and primary for health care for employees
workifg between ages 65 and 69, creating reimbursement shortfalls for
meodicaye and medicaid prospective payments, and increasing medicare
co'Baym nts and premiums. ' L _

hese \policies represent a significant cost penalty to business and
wo urge that future %t:)yment reform avoid further cost shifts.

In summary, the bottom line is that business will be financing &
larger piece of the expanding health cost pie. As a result, 1t must get
more involved in becoming participating -partners in determining

- future health policy. We believe voluntary private initiatives offer

more hope for controlling costs in the long term than do regulatory
approaches. :

nder those circumstances where legislation becomes necessary to
motivate private sector actions, we belfeve it should be structured to
promote and not impede voluntary initiatives. We believe in the lon

. term the best hope for contgining health eosts lie with programs aime

at increasing competition in the area of cost, quality, and access bet ween

major health systems and in modifying the demand for henlth services

by changing the economic incentives of consumers and providers.
Thank you, Mr. Chairman.

[The prepared statemeént of Mr. Shelton follows:]
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PREPARID STATEMENT OF JAOK K. BSHrLTON

INTRODUCTLON.

:f - Mr. Chatraan, my name te Jack Shalton. 1 am Managar of tha
Kuployee Insurance Depsrtment et Fard Motor Company and ro-ponniyla for
t he fluunclll..dnlnlltrntlon of thea Company's ewmployea health i{nsuranca

programas. I welcoma the opportunity to provida teatimony befors cthia

N -

-

coumittae.

HEALTH CARE COST PROBLEM . *

lndhotry is avare and concarned adout the rise {n health carae

[
co-t--:¥-ovor the pest 30 years, Yealth care hes bacows the fanteat
rlaing ¢oat of doing bueineass {n Amertice. Trom our viewpoint, prement

" sconomic rpoliti-- will force eome amnjor ravisione In tee way health

cars aarvicae avre organizad nndQ‘lnlncod.

™~

The critiqu! d1tfarence between today and past yaare {a that,

vhile the alarming treand of ever-increaatng health oatw coetse haas
LY
continued during the laet five yaare, buelnens's adiltty to abaord

thesq fncreassd coeta hae changed. Higher haslth care coets have
batome lhcrooo[nlly dl(tlcult_to recover in a wmarkatplace plagused by

¢
! uncertalin, long~tarm growth proepecte end tncreaelingly fnteaneas

competition. ) .

- - . ,

NATIONAL PICTURE - A

N .
I won't burden you with a lot_ of -numbere to dramatire tha . .

- \

problea, but I would like to focus brln!iy on a couple of "bottom~1line”

indicatore. Firet, overall health care coate continus to inctease at .
ratee which to ue ere unactaptabla - 1982 health coet ae a percant of
Ll
* *
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ONP rosa to 10.5%, up frou 9.8 tn 1981, This one~yaar ilncrease of
0.7 percantagae point-lbf'cNP is abdout t&:\llul as the lncrenn; !or‘khe
fiva-year }ariodsl975-l980 (0.9 parcsntage polipts) and only slightly
lsaa than the increaesae for tha tlve-yc}r period 1970-197S (l.{ pec-

cantage points). Estimatad 1983 haalth cost climba to 10.7X oé$CNP.

. . 8

Secondy for the pariod 1970-1982, ndminal growvth in GNP
1n€r;¢|¢d by 208X, - UtS\ haalth cxpckdtturcs by 332X, and businesa
haeléh expanditutes by 700X. Business haalth cava costs increased more
than twice tha ovarall U.S..tate and wvall ove; thsee times the increane
{n GNP. As thesae data 1indicata, avery yaar bysiness 1is picking up a

<
lt¥g¢r share of tha nation’'s haalth expanditures. | ?

FORD PICTURE

Mora spacifically, for Ford automotive and ralated
-

opergtions, health benafit costs in 1983 were $742 million - up uboﬁt

v

'$250 million ovar tha past $ yaara. Thia increase occurrad wjithout any

ma jor bcncfit cﬁnnic ~ and daeapite a subatantial reduction in the

n%,bcr of aeuployaes and dapendante covared under Ford health -plans.

Hamlth care coata addad about $300 to the coat of aach Company ;:Mlclc

'

producdd fn tha U.S., in 1983, wvall over twica thea $130 Q;:\vohlcle

S ysars aarliar.

Health cara and haalth care indurante also hava bacome major

goats of doing buairass in large induatriel atatas auch ae Michigan.

From 1966 to 1983, par-cepita apanding on health carea {in Hichigan

tngrassed 350X, Thaeaa coata have baen rising much faatar than gcncr:f

fnflation. It 1s aestimstad thet in 1981.' Michigan amployare apent

$4.3 billion for aemployes haalth banafits, not includihg the gplrc of

Ny

.
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public expandfturee on health gare thet para? finenced tn part through

taxes on bueinees. Thie ssemtagly uncontrpllable sacalation hx\é?rzh

"coatd fe a aearfouas problem for aell of uya ~-~ fadorel, state and locAl

& o t’f

.ovnrn-gnt,'buninnn(, labor, end the gaenerasl pudblic. \ .

To Yord MWotor Company, ee one of the uetion'ae largeat
smployere end e msjor purchaessr of compreheneive haealth care sarvices.

for over 800,000 ective smployeas, -ratireve, esurviving sapouees, and

~

thefr dapandents, haslth cera coste ere o elgniffcant financfel burdan.
-

This committes le to ba commanded for underteking an anelyefe of thiae

dtfticult and complex problem. Your dellibaretions and recommendetfones

N
c.‘.provldn importent dfrection for initieting neceseary chengee i{n tha

1
.

.health ayatesm. 1In my testimony thia morning, T will review Ford Motor
. ' . J

Company's philosophy snd epprosch toverd coet contalnment ae well ss

]

preesnt aen overviev of programs f{mplemented gver the yseres to aeddreese

L. .

the cost problem. .

BUSINESS RESPONSE .

. Whils meny fectore contributs.to the high coet of haeslth c:::_",ly

) & . .
fn thie naetfon, the Roat aefgniftcent te the leck of {pcentives for

coneumsers end providers to ues heslth eervices {in e coat-affactive
magner. Cetting health cere toste undat control will f.qulr. the right
fncenti{ves and wmore compmtition baetween pﬁovldlr‘ .ro&pl and asjor
fnsurence progreme. - Theee "actlons ocould fdclude changing the

treditional fee~for-eaervice refmbursement ayetem to ons of_c-pitnt(bn
vhere earvicees gere provided for a afngle monthly fee with the providar

.'} accepting the riak for heslth gervices utilizetion end coats.

.- - )m .

Vm .
o Feced with high coete fn e compatitivé egonomic climate,

bueinesae (s r.npond)nt in & clasefcal aconomtc sende - it ta becoming e

»

. A .

?
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g .
' wore prudent purchaeat of health benefite. It in atteapt{ng to develap
aore coet-effactive payment arcrangesents with providers, to shife

«tarvices away from the moat saxpenaiva segaonta ~ like hou;ltal care -

and towdrd mote appropriata, co-tlnett(ngn, and to etimulate
\ .

compatitton and markaet actfon

FORD STRATRGIES -
. In reepones to rapidly lucreasing health couts, Yord hasa
o'xp)h'nd-d {ta haelrh oere czost contal‘nnont programe aud lnér-n-od ite

involvement with community efforta. Hoet of theae programe have been

tuttfatad Jointly with the UAW -- contalning coets, whlle aassurting
qualtty eud scCeds to care, hea long Peon o &;uon Roal ahared by both
bus inees and labor. At Ford, our health care coat countainment actions
are governed by & "philoeophy that coapetition created by voluntary,
. privete {uitiative o¥tare the beat oppbrtuntty for controlling coeta in
,tho long rcun. Although u.ndar some clroumstances therv may be -.role
for goverument to ;rod privets ucto'r affuorte, we b-lhv-' regulaetory
approaches should bs afntuized and deatgned to prduote, not f(mpade,

- \

privats sactor f{afitfetives.

Conatatent with this phtlosophy, Yord hes undartekéd three

. /
approsches to the health care cost problam. : ! }

.

Firet, the Compeny promotew chswngee in health H.nn'neln: thet

‘x daatgnad to fncrasee market competition and creata financial

.

fncentives to contein cowta. lxnnp‘a fncldde offering alternetive

haalth care delivery systems, such se Heslth Msintanance Organfzetiona,
L]
L}

‘or® HMOw, fnolueton of copaymante In benaflt prograns, end ftnenoial

fncentives to promote ambulwtory surgery. .
b

‘. O ‘ R #,

-k

v
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Second, the COanny supporte short~term programes dawignad to
c&rruﬁt utiltzation problane cansed by yesterday's lnappropriata
tncentives lu the health system. Examplew of thaeao typdn.o( programe,
.. “which have hecoma part of the Con’rny'n coil-Ctlvn bergsining agreamonat

vith the UAW, 1ntlude concurcveunt utiliration review, wsurgical sacond

optaton’ progcames, and wvaeekend admlastion reviews. Mo'at of theaa
, ’ > . .
progreas ars fnltieted in one location on a pilot bawtle, and those

which prove to be cost eftective are then -ipnnded to addttfonal arwas. -

Yord eleo pprtloipetas in eeveral community efforte fucluding *board
innbgrnhtp- on heelth planning agencles and other haalth care |,
“organlzatlous, eltting on hospitel bosrds of trustess, and servliug on

Blua Crose aud Blue Shield Sosrda of Directora.
»

Third, the Company prbavtes preveuntive health servicas wa

hopoivlll reduce fntu}n dennﬁd.- e believe most major faprovemants {in
. .

parsonal health ‘atatue can b? beat AﬁhllV.d through chaunges {n por:onnl
lifeetylas. Yord promotes preventlve end heslth educatlion programe th
E :Aujltnl;uployon heelth rlak feators end prowote healthy lifnntylcn.
Yor example, Ford Eaployee Tnvolvement taeems developed and now run a .
luli{-oqutpp.d cnploycoltltncnl center Ln D-;rborn, Michigan where most
of oﬁ‘ snployeee cr;ilopotod. Afroblc- clasese ore boln; teat plloted

*
fn ond of our plont:, end eome logatione ere offering nu&klng ceesstion
- F 7:', s [y

progrems. ' : .
) . ,

Ny

Recognisfing thet the cost-inducing incentives ;f the axteting
_syetem developed over many years, end thet seversl years will be
required to turn thees incentivee eround, our, efforts laclude e blend a
! " of progrems; somé ere expected to heve {wmediete .results vht}:'OthOr-

-~ L4
ere geared to the 1long terw. Where feeeibla, we promote greester

i
e
H, o
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price compagition ta the delivery,

vl

of

feelch

L

servicas eaend the

developmsnt of ipproprlnco finangplel {(ncentives for the consumars who

dnnnnd’ cATa, th‘ howpitels end physictens who provldn&xdt,' gud’ the

{neursance companies who fAlnenae (t,

\

chatgds wil{ raequivre time to twplaewent.
N

H,,

Rowaver, we recognize thet these

therefore, agontinue to

support the nead, 1in the short-term, for selective ragulation -~ esuch aa

cartificeats of nesd and health plenning

correct specific problew erass.
[

MARKKT INCENTIVES - INCREASED COMPXT(YION

Turning now to Yord
stretagiess, T will bdegin with

strengthen aarket competfition.

PROMOTION OF HMOS

Motor

thoaee

snd for progrems ddsigned to

Cowmpsny's

thet

1

have

specifi{c progran

been dasigned to

L]

Over the pset 350 yesrs, the HMO lﬁ%untry hes smergesd frod a

history of selow growth to one of rapid expanstion.

ten yesrs, grown from a movement of ¢ f

het hae eatadbliehed iteelf as e _cost-af

Y

e

ictlvn end high-quality haeslth *

It hes, in the last

plsns ln:o s msture f{ndustcry

cpts delivery .y.tk.‘ HMOs today eerve over !2.5 -l{)ton members.

The ¥spid expansion of the HNMO lndq-;ry over th-flg-t ten ysars cen bs -

S - -
attributed in part S*uthu tncreassd {ntersst and support of smploysre

netionwide. This employet ({nt

\\,

t end uq(port hee grown ovar these

yesre, snd todey {industry is ectlively supporting

. r
prototing employss enrollmsnt, and in soms ceses, sctuslly |pon¢orl\'
- : ¥

an HMO.

Y

45
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the HNO concept by
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The reasults epeak for themselvas. At Yord, HMOe ars a
gornatretones pf the Co-pnny'n\hin!th CATe Coast aoutainment progrem.
Prnlnntfy! 83X of VYord employess ‘Ql'. offarad the MO option thraugh
‘34 HNO s’tlnnn sround the country:, Our employees aere eastiefiad with the
Aoversge aa svidenced by staeady enrollment l.ﬂcr.nnnn stade 1970, deepite’
Teaductlone 4d both hourly and eelary esploymaent. In'l903. Yord aevad sn
setimeted $7 willton ln' premiume /Alonn thr;ulh the HMO eurollment of
elmoet 19,000 --ployu. ot 8.7% of its eligible amployasss. Durinl_thc
moat rnonnt open anrollment perfod conductaed for aselaried --ploy---, HHO
nnro&innt fnocresessad by 133X bringing totsl seleried enrollment wp to
13,000 or 20X of eligiblea (25!’3 the Dntro'lt‘nrnn). and total

anrollment (hou@y and ealaried) to 28,0Q0.

-
.

HMOa fiave a timd-tested aend consfatent record of seucceass.
Moat Lmportantly, HMOe eddreee the root <ceusss of thn-cont problam.

They veorganize the dnll;nr& system and reet responaibility for coaet

4
’

[
sonteinmant with the group having tha wmoet control over coeta, thae

.

n"dlcnl provider. 1 bdelteaVe HHOe offer ld'.nC.l..‘ to aemployers,
: - L)

nlploynd'-, and sh- commuyglty. Lat'e raeview these ldVln!.;.. aach of

s

which contributaed n'llnlflcc.ntly in our dnCInQn to support HMOa.

» ,.Pirat, there ‘ire sdventeges 'to amploysre. '- Offering
coat-effactive HMOe resulte in {sumediete aeand dirwsat .lvinl.. dua to
lower premiumae. Thie s nap.cln’lly true for employars 1like PYord with
tr%?-;tinnll compreheneive heelth cere banefit pecksges and 100X employer

paymsent of the premium. VYor 198), HMO premfumse for Ford sveragad almoat

16X below traditfonal plana. Theae HNO eavinde ~ end the potantial for
.

'future sevinge - attractad the attentfon of lour management and msxpletin

clnnc'ut1Vn level interest in HNOe.

iy



A u:goud sdvantege is that WHMOu cruate cost competition within
the health wywtem.” Tule oo-p-iltlon wsually takes one oé two foraat
(1) cYapeting providate and lnoqror: develop theiv own INOs, or (2) 1in
en aeffort to metilntaln market shave, traditionel {usurers become wore
caoet conesdiove aad faplemsnt needed oot contel{nment progtanms.
Although this cipple sffect te dlttleult'to dooument, s TFedsaral Trade
Co;-llnluu rapotrt contluded thest NﬁOl do cllflt . conpetltlv; reupouane
=~ tha most pr;nouuccd bulong reducaed honpltAll;-tlou by menbers of mors

treditional plans.

-

A thtrd altvantegs of HHO« 1as the proviafon of more
. ’ .
comprehensive bensafite for employeaes along with {mproved health mystem

accens,

Some critice hasve euggented that eslf-selection may be sn
Llmportent deterafnant of differences in, use and cbets when compariiy
HNOw» Ylth trsdletons)l fee-for-sarvice coversgae. They argue thst ‘the
cost djpffereunces between mxperience sre due to adveras risk selection -
that HHO enrollees tend te bs healthier while sickar people, raeluctant
to oqtnbl;-h n:g physiclisox reldtionships, remadn in trndlt;oncl
lnnur*ncc progranms, R;nelrch to dste f“ the fasue of sslf selaction
lndloﬁtcn salection canm go alther wsy depending upon varisbles such as
the Y.nc(it puchc;n. Ne remain convinced thst mature HHO\prégru-n are

. .
coet/ atffactive and do ,lt}lulltﬂ market rasction which benefit the

Company, the employee, snd the communicy.

-

) .
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Ford's flavolvemant with UMQs (e njt vew. MHe have dealt wifh -

Rhgg tor 30 yeara, end our experiance haes baan favorshble.. Thaere (s @

growing rveelizatton tn tndustry thet UMOs <can favoradly (tnfluange
heelth coats aud that they are en sesential alement of eny businesus aad

community CCat conteinment etretegy. . .

PREFRRRED PROVIDKR ORCANIZATIONS

The edvent of prefarraed provider organtizetious (PPOe) signals
anothar importagt development, and prowisee to further the goele of
{Mreseed merkat compatitton. Through' the PPO, employers aud oOther

a4

heslth plan sponsore ere tntacveuning to control the coet eand quelity of
’

[}
.the heelth ho“‘fltn thny_pny for. Under treditional insurance plans,

smployera have little dirvect reletionehip with haalth care providars.

Ae long' an thae providaer haen th;}propnr lfcenaeas end c&ndcntlnla, and e

long as {ts aeaervices aere aeligible for coverege under the plen, the

- employer, atther direactly or through en tneurenae cerrier, Ppeye the

bt11l without any rvraesal esay {n how cere is deltvered, aeand with 1fcttle
. .

regerd to the reletive effictency of extsting providere.
-~ 1]
;

PPOa, howavar, promiee to cheuge this. By fnetituting dircaect

oontrnctull {§¢laylonnhtp- betwean !nd among employers, health ceare
.

prqvidece, aend llnnurnnan cerriaere, PRO  creates an lnacnfiv. to

A ¢ . R
produce cost-afflictent, qualicy h..léh chre earylce within wmore

2

- . “
predictable peramatere of axpense and ptiltzettion.

< *
Y

While PPOS avre @ relatively new aconcept, thay ere receiving a
lot of ettentfon bacmuee thay offer coet eadvantagaes to ,both employare
eand employese, es well ae f{ucreese petient volumew for providars. The

Caltfornia PPO laegilelatfon waes only the bng!nntni of e new wavae of

Pxs



. ]7‘
L : .

.

States legleletive finftiatives that will potentially sncourage the
- . -

d.v.lop-nnt_ot selective provider nctvogﬁ% besad upon coat, quality,

Quq ttillzation stenderde.’ Yt {a l-porﬁ&nt to note, howhver, that

¢
5.
thare 1{e the riek that aecee atates aay daveloP restrictive PPQ

B

legtatatfon. We will be following vaery closaly the ntrntn‘ioc sdoptad
by others {n fmplemaenting thise new concept. = Meenwhils, Ford Motor
Company has alresady b:cu spprosched b} esveral Jlocal PPOe, end we are
proceeding with & careful rdVlt\‘\ Ae heelth henefit cost pressuros
coutinue, {t ts likely that providera with unique, co-t-nff;ctivo | L]

networke will find e receptive ear fn the business community.

PROSPECTIVE éAYunur srgrxu

. Ln- 1978, Blue Crose-Blue Shiald of Michigen, with atroung
encouragement from Yord Ho;or Company, ‘n-tnhllchcd A honpitael
prodpncf!vn p.}unnt syates.  Under thiae prograa, hospitel budgets arae
epprovad own s proepective baesle putting hoepiltels "zt riek" for
expenditures Iin excese O5f thae budg;t. floapitaels ;ncnlvc su incentiwvy

if costes ears reduced, Strong incentivee aere theraby creaeted to reducae
. - ¢

benefit utitizetion end ovost. This voluntary program, seatablishad %
b .

Years ago, hae conteined thae "‘1:$!~P“d5“ acresn to under 10X foc the

pest two yeers, e treck record uot matched by many elallar programe

-sandated by State lawa.

O

FINANCIAL INCENTIVES \

3

The Compaeny hes ®leo aeatablishad finent¢lal {ncantivaes to
\ .
fncourage mors aepproptiatae Ennrvlcn use. Pilot progreas Have baean
| i !

developed to aencourage subatitution of less coastly outpatient cere for

ihpntl-nt care gand to vYeduce the uee of unnnc;n-nry or obeolaeta

~>

Y
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.
aurglcal proceduras. Progrn{n Lnclude an ambulatory surgery pr&gram
() - .

which uwaes economig {ncentives/dtlatncentives to /acouvage provlders,io

pecrform eurgery out of hoepltal and at lower coat asttioge, e.g.,-

outpaciant factlicias or phynictane’ oflicen, :nd unndntor; second
opinion programa vhldh raquire amployaes to obt,in a second opinion aw
to tha need for certaln alectiva nu;glcnl pronodu;on in ord;r to
raceive 100X hageftr. 1t nnc&nddy‘lnion- are uot obtained, bonoflfl

-

ars paid at 80X. °

BENEFIT OESIQY
\ Before golng on to daascribe prog}n-l donggnod to corract
cecrtaln ontructural utilization problema of the preseunt aystem, I would
1ika, to spend a few minutaa discuasing the fusue of benefit destgn. ¥n
. h
Februacry 1984, the Hidveat Buainess Group on Health released lt; 1983

aurvey on innovativa plan dawsign. The 86 aurvey reapondents covered
\nvor 1 awfllton employeea tn the Midvweat. In genaral, there appaars to
ba significant avidence .-to tndicate that employars are changing thatr
philowophy of plan deatlgn and adainisgratton. Compared to tha wmore
traditional plans 1in uas for many yasara, companiea are attempting to
eltminate tha “blank check™ to haealth cara provi@trl and. employaes by
‘ch-nglnl lavale of Copaymants, pramfum aharing, and atop-loas. The
ssauaptioh ta that ahating in ’tho coat of hon%th cara will prompt
amployeéa to umse haalth earvicaa loro_rnnponnlbly.\ Incrasaing ,eaployaa
- .
avaranwas of tha high coat of madical cara through cost aharing fa

clearly ona: pert of tha coat managamant atratagy avideant {n wmany

companiaa. ’

~
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Proponwnts of coOst-shaclidg argue that ft curtulls over

L4
utillzatldn and rastralns the purchase of cara that ytolds little or no |

O

banefit. Opponhnt- counter that, {f poople must pay out of pockar for

madlical care, thelr accsss to appropriate levels of care willl docroasa,

“ and they will suffar accordiagly. Recant findinge tndticate, howsVor,

that for moat medlcal condittons, coat sharing doea not fncraase costs
tan tha 1loug tarm by tntroduiing delays in vecelpt of ueadeh cale
resulting in more axpenvlive ho-p}tnllxntlon later. ‘

ford Motor Company has fncluded co-; shariang fomtJraa {n a
nwaber of Ltw beuetlt-(:-.(or examplsa, cost eharing tn drug, dental,
viston, and haaring plans. 1In additfen, on Januarvy 1, 1984, ¥Yord Motor
Company luplementaed Its nev Cqomprehensive Hedlcal Plan for salarted
employeas. Thg- plhn providea greatar catastrophlc coverage ’for
euployesa an#t incorporates employee coat sfiaring with a maximum annual
out-of-pocket employaa oxpnu;u oft $750 for aoat hoapltallzation and
profeaatonal aérvices. Thie plact te designed to t'ncreans swployse and

provider coat conaciousness and promote comwpetition between other

health plane’, for exemple, HHOW.
: L ]

.

. Anothar plen d!llgnAfnlturn we are 1nvo-t\g¢tlng clobaly s

what we call “unbundiing”™ of banafitae. Thia u!nnqathn -npnt-tlon jot

-

-apacific cqvaragas or alementa of covaerage from our Ovarall haealth cartae

package iu Order to make Wpeclel paysent arrangamanta #ich providers of

thoae sarvicaa. For aexample, begloaning tn July of 1983, tha Cowpany

offered its employeee a wmafl-order drug plan on an optional bastis.
oo . N

Under thia progras, amploysea uking primacrily mefintenance drugs can ~

et thelr optlon with eech praeacription - havae lt filled through tha

mall at a vsduced cost to thasealvas. This program offare greater
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convaniance and lower gost to our euployass as vall aa raducdd overall
cost to the Company. Barlter, tn 1982, tho/Conpnny bagan to provide

fncantives to pharpaclpe to dlepenae lgwar-cost Konavric druge, rether

then braad-nems drugs, . T

Rolated to the unbundltng of benaftcrs {e our tucreasad use of s
cepttation—type arrangementas td daliver cartatn banefite aych as
dantal, foot care, vieilon, and vertatn other profeassional lorvlce;- Ye
beltave capltation-type arrangemente, where all sarvices Are providad
for a atngla monthly fea with the provider accepting the riek,- nay
offer constderable opportunity for ssvinge when compared to the usual
fea-for-service ar;angannntl. Our axpsrience to dats certalaly
confirmm thite ~ for axample, the five dantal capleation plans now {n
offect have aavad several aillfon dollars fin preatums sfnce thelr

tncept Lon.

We expect to aaa poelkive changee tn our local hanlth care
System as s reeult of the varioue programs I'vo'dincrlbnd thue far.

But, as I mentifoned previouely, we racognize it took meny yqers to
create tha cost-idduaing fnoentivae of the exfating oynt:-, end eevaral
yeare will be vrequirad to turn thaee lnonné’Vog trouad. In rocog;lt(on
of that fect, Pord hae aleo }nrtlcfpltnd in -etlvliloo and dnyllopo$

L4
programs to euppert etate and local health planning efforte, luprove
the adsinietration of Company health plene, and fncreese coneumar and
provider awaranese of the coet problem. ' !

)
L]

.



RARKET UNTERVENTION ’ .
Yor Gxaample, 11\’970. Yotd worked with ather busi{ness, labor,
govaernment, and provider fintereate in the development and pasesage of -

laglelation to Yeduces urplue hoepitel \anncity fn Hichtgen. This

)

laglalation wae anactad i\ respones to preeeurs to contaetn coete within

privete {intereste working ogethar to -ddr-un‘n dtfficult end complex
n}-tal lnb.}nncn. Bacause of th-duﬂqunnnnn of the aepptoech end the
taek, 1t y; betng followed clossly by -Fedarel offfclels. The bad
reductton [ progrem, which waee endoresd by the Mtchigan “6|p1tnl
Aseocletign, provided- for Heslth Syatanmae Ageaclaee to davnlon
hoapitel-epecific bad ra&uctlon plafha. Thaaee plana have been approved
by the /Stetevide Health Coordineting Couécll and future thospital
conatruftion projects aevre to be spproved only 1f thay are tonsistent
- !

1
with theee plane. To facilitate thtw reduction process, the Company

participated in the eatablishmaent of e privates, noJ-pro!lt corpotation
reaponmwible for (undlhg cepeclty reduction cosets fncluding axpanaess
ase0alatdd with the plepement of dieplaced eaplpyess, and long-ters
dabt of clbeed inetitutiohs. To dets, aehrly 30Y of the bade targetad

for removel heve sither besn removad or jommittsed to bn;rnducnd.

Yord Motor Compeny ia now working with other etats buaineass,
. e N
labor, conseumer, aend providar orgxnizatione to motivate hospitele and

lacel plennare to adopt e budget end financlel plenning approach ta the

_review of compating hoapitel cepital projecte. Ve aleo are supporting

efforte now undarvn; to strengthen Michigan's Cartificate-0f-Nead lavw,

13 V
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He hava anooutraged tha davelopmant and taplemgutatton of
pPrograsas to svaluate the necesaity, aAppropriatansas, and effictancy of
sadlaal services und facilitlaa. Theee programs tuglude congurrent and

foouae teview (;vnluatlon of hoepftal adwiselons and planned laangth ot

atay), retrospegtive rvaviaw (efter~tha<faect pvaluation of hoapttal

adutestlone and laength ot atay), und profesatonal ctaview (pre- gnd
Poet-paymsent vreview to tdantify and analyge wuwnuauaetl NAatteTna of

“phystclans' pragttca).
. - N

INPROVED PLAN ADMINISTRATION -

, Unteranlly, ve have taken atepae fo lwprove the adwintstration
of ‘our.‘ovn health carvs plans by, Yevialng tha provisions for
coordination of beneftes aud by developing " a Comp rahenaive,
computar-based, finteractive medfonl cln%-q dlate aeyastan. The Odlpany
has racently strengthened tte chordtaat ®a of banafitw clauae, a heaelth
benaftre proviulon vhlﬁh applles when A pattent fa covered by two or
%hore (roup heatlth ld=ur.ngc plane to detsratne whigh plan peys firaet,
The Company and the UAW workad cloesly with the Nattonal Assoctation of
!nnugancn Commfesilonars (n oha ng guldelinea for coordinetlon of
“benafits to wmake coveragees duﬁto retirement or letd-off aetutue
©, escondexy to Covarajes 1f¢;ultln‘ from .ctivn ssploymdnt. The Coipnny

fe now workling to faplement theae naw guldetines fu key plant etdtas

' .
through legiglatton or other sppropriate mebhantene.

This aeum v, the Cd-p.ny v{1ll be tuplementing » new health

3

cera clafme daty ayataea through Medataet Syeteme, Inc., The new syebam

¥1ill provide r orting capabtlitties to eveluate our health cere plena,
ftaprove queltth ot carrieg clefme dntn. develop faformation for cost
contafnment {nit e, and provide deta for cerrier coat performancae

nvnlulc}onn. -

\ '

~
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Teklng vaery sarioudly our rsaponaibd ty*to c9utrlhute_to . )
facreaasad cm;.\m_‘nr and providaer aewarensas of the hoalth grare coat
problem, wa have . been & lhdar in developling con.l'ltlou efforty
aationvida. “ We haelpsd aestsbligh the Washiungton . Business Croup on
Haalth es wall se the Hichigen Health Cere Cost Coslition, and “alpnd
wany othars get etartad. Among tl_unn srs ths Midvest Busingas Croup on .

Heslth, hqndq\urt.nrnd in Chicago, snd coslitions in Tennessse, Alabama,

. end Celifornia. Recently, we haeve baen vary sotive in health® care

{nfriatives aponsorad by the Economic Alliance for Michigan. " The

-

Bcononmlc .Alllunca for Michigan {e e privete aeector orgunizntld‘n of

- .
) aboutr 80 busineas nm?labor leadars vorkihg to affect long-tera changes
in Michigan's \)uah\e.u" climacte. Priority health activities are HMO
. _promotion, eupport. of hospital capital hudget pleanuing, and PPO

legtslation, Ford Motor Compaeny alavn participates on various Blue
1
Cross and Blue, S8hield boatrds and committees, {s rapresented on atate

snd nmtional hsalth committaeas, ‘and contributes to national and state

toat coutainmant seminars. - N o

¥ PROMOTION OF HEALTHY LIFESTYLKS

«

I.would 1liks to ahare with you one other atrategy asdopted by

Yord in racent years ts promote cost contsfnmant and improve the health
’ .
atatus of our ouploy_nen. I awm tn‘bnrr{nl to our {interest in health
» . .

promption snd prnvnn!;_-'lve haalth aeserviceas. Since thn.anrly 19708, our
L3

Eaployss Heslth Serviced Department 'has deve oped and lnp"lnuntqd

i

saveral pbogl"nnn;_pin the area of cardifovescular risk lntn.rvnntlon,
hy.ﬁnrt‘e..nniou.nc_rnnrnlng, alcohol aend drug abu.ne comunllng,ﬁ;oglng
cnnfnt:lo.n._ and cnl'\cnr acraening, A three yenr‘ program gonducted in
four plante ‘dononnt:'nt‘ld that 1t is feasible and practical to conduct s

succaaaful progran in"hyp-rt-n-lon 1da.nt1f1cntl}on .and follow+up.
. A .
r
« -
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Program evslustion was completed ta coOpnrf,Hon 31th th--dnxv&r-lty of
chhtanq snd funded by tha Natfonsl Haart, Lung, and Blood Inatituta.
While tv - difficalt to prove these programs acre cost beneflctlal, QQ
balleve they'rs the right thing to do. He are highly lupporc'lva of
thess programs and sntictipate nlgnll,{cl’nt "loﬂg-‘tn.rn savings with

rd A
respsct to smployee vall-bnln;.

COST SHIFT TO THE_PRIVATE SECTOR “ '

Befora cvncluding, 1 would l{ke to call to your attentfon two
sddttional factora contributing to the business cost prohlem wvhich are
grovwiag in {mportance. Flrnf, 1a the coet shift hatwaen public and
private hnnl;h programs. Rncnntlgovnrn-ent policles have resulted f(n
lhl!glng %ubllc)haalth ¢ Ato the busineass community. Exumpla) of
such polictes tnclude: tng employer plans prlmary ‘for certaln

end-staga renal dissase expanses and primary for health care for

vorking employees batween 65 and 69 years of age, creating reluburucn;nt

S . .
. shortfalls from Medilcsre/Medicatd prospective psyments, and tucreasing

Medicare copayments and premtums. ]'ela policies represant o

"
-slgntfticant cost penalty to businees, snd wve strongly urg{ that future

peyment rngoful.ivotd further cost shifrs. .

The othmr fuctér uotlvltlnh continued business concern with

hnalgh costs 1a the aging and maturing of the wirkforces .of ma Jor
,nnufacturlng lnduntrlnq& ior‘mnny lﬁduntrlen, the rattio of l;nurnd
to workidg ‘amployess has lncréased druqntlénlly. Tor exemple, batweey
. : . N

1970 and 1978, f&r ¢very two Ybfklng eénployeea finsured by PoM,%thars -

WA an sverage of ane person f{nsured vho was not working. Last ysar,

this gatio was close to one-to-dbnas ~ for avery person working there now

. .

«

. . _ _ |
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iy one other person (and thetr danud-nt-) who -have full health

Coveraga aven though thay are not worklug. This ratto ramsults la n
- A

slgnficant fixed coat burden' on working employoves who wake tha Company
- .
products vhich produce tha ravenuss to pay those health contx,

CONCLUSION ‘ !

The bottom line to ell thesa trends 18 that bueiness vill be

finencing a largecr’ plece of the expundlng huealth-coat ple, As a

L .
result, 1t muwt gat more {nvolved and be a “larger partner In

v
3

detarmining future health poltay.
v
.Hc believe voluntary private fnlttativee offer worw Wope for
controlling costs tn the long term than do regulatory epproachas.
Under thoas cClrcumstancee where leglslation becomes necespnry to prod

privatef eactor dinttlarives, ve balteve {t should be aetructured to

promote, and not tmpede, voluntary inltlatives.

He belteve, tn the long-term, the best hope for contalining
health care coatw lles with progresme atmed at fincreaeing conpatl\lon'ln
the Areas of coOst, :uullty. and accese between major heslth oymtan',lgg
fn wmodlfylng }&a demand for health wervicee by clanging the econoamlc

tncentivas of consumeras and providers.

v

ov



b3

Senator Jepsen, Thank you, Mr. Shelton. ‘
Referring to your last summary statement with regard. to the change
adopted a few years ago which rade the employer a payer of first
-resort. for employees age 65 to 69, is it your contention that despite
the faot that these people remain productive workers for Ford that
Ford should no longer consider them in the same category as other
Ford employees just because they do meet the (%ualiﬂcatlons for the
modicare gfrogram with their health care covemsq L
Mr, SmyrroN. We estimate that this change added ahiout $3.8 million
- to our cqbts just for the coverage for the peogle betwedn 65 and 69
. and thatf does not include the medicare taxes that the compapy has
paid ovek the active work life of the employee prior to that time,
Senator Jeesen, Well, I appreciate that. I-guess I'm just trymg to
explore it. Let’s pretend for 1 minute that we have a person who has
become 65 and stays on and works through age 69, a full-time Iproduc-,
tive employee. Is it your contention thgt at age 85-they should go to
the Government provided insurance or rely on that rather than the
company’s insurance, even though they are full-time employees of
the companyt .

Mr, Saerron. Well; the company prior to the c{mngo provided
what’s called complemtontary or wrap-around toverage. It supple-
xnented the medicare program. When employees who continue beyond
ago 65 are no longer covered by medicare, that becomes a form in a
sense double taxation to the employer who has been paying the tax
during the working period of the employee and now must continue to
provide full coverage. . .

Senator Jersen, ?’Bm not debating it. I just wanted to get your exw =«
pression, Do you have any commentﬁ\lr. Califano? v

Mr, Cavrrano, Mr. Chairman, I think the point that T would try.to

- make there is that shifting that cost of covering an employee during, .
whatever period of time ‘}rom the Government to a corporation or
from the Government to the employee himself or herself doesn’t
achieve anything in terms of a more efficient health care system, We're
all still bearing the same burden, Instead of my paving it in taxes to
the Federal Government and having the Federal Government be the
cashier for the health ‘care industry that is wasteful and inefficient,

. I’m paying it to the Ford Motor Co. in the price of the car I buy and
-.the Ford Motor Co. becomes the cashier for the health care industry
Aurning it over to them. :

When wodalk to Chrysler about a national health policy, we are

. sayin;i that we've got to doeal with the underlying problems and not
just play the shell game. It's that part of it that I think we object to,
not the coverage for the employee. The emnloyge should be covered.

\ The health care benefits should be provided, but we can provide the

~kind of health care thesg emplovees need at far less cost to all of,us.

. We're all ppying. The only difference is whether the person that
shovels the money to the hospitals and the doctors and the Iaboratories
i8 an intermediary vehicle or: somebody in the comptroller’s office in the

Chrysler Corp. _ v
Senator Jersen. Well, we're working with mirrors. It depends on
who's holding the mirror. .

Mr. Cavrrano, That's right, Mr, Chairman.

SEE 93
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Senator Jersex. There’s little argument in the cost shifting you men-
tiomed plays a significant polé'in increasing the cost of health care in the
private sector and that’s something, among many other things, that we
want to make sure that we do get out in the open, so to speak, with some
perspective and understandinﬁM \ :

You talkedss lot about the 0O’s, Mr.j8helton, That’s the health
- maintenance organizations. You mentioned in your testimony that
Ford has scon significant increase in the number of employees who
chooso to participate in health nmiaintenance orﬁanizations, O’s,

To what do you attribute this move to and does this move tend to
fall alon qmerational lines! In other words, we Have found that the
younger folks talk about health mainténance and the more senior citi-
20 nd-to lean on the more traditional health care delivery proce-
duPes, Is this what you’ve foundt : :

Mr. Surrron, Certainly ‘that happens. I think, in addition, HMQ's
aro now better understood by employces and more importantly by
their families. Therefore, they :\re/more willing to move into &em
programs. _

In addition O’s offer employeef and tgeir dependents broader
coverage and i out-of-pocket expense than does the traditional fee-
for-service program. ‘

) { tl(;inlt those are the two motivating factors, plus the one you men-
tioned. - A ‘

Senator JerseN. Now as you may ox;gl\ay not know, I have a back-
ground in insurance for a quarteér-of a céntury and I've dealt with this
" 80 I have some familiarity with that with a company that did a lot of

was Connecticut (General, who is reasonably welkknown and respected
in the field. : ~
As one who's fairly familiar with the way insurance programs work,
I oan see where this trend might have a serious impact on the bene-
ficiary feo‘)l and how it may ultimately affect rates, Has your com-
pany attempted to determine the changes and breakdown alonwn—
erational lines and, if they are, how is it going to alter the rates of
those who live longer and your obligation on out the line who retire?
Something that comes to mind is a little bit of this in the health in-
surance area comes in the front end and comes ovit and is paid for bene-
fits that turn mover off down at the other end. Has that been a factor?
Is yours self-fundedt ) ' :
r. SurLToN. Our grogmms are primarily Blue Cross and Blue
Shield, with the exception of the HMO programs. But bocause of our

work—I’m no longer with them so there’s no u}\inadvertising, but it *

size, we would bo very close to being self-funded, although we’re not.

Senator JerseN, I also note that many of the things that you indi-
cate Ford was doing and other businesses are doing with regard to
health care cost containment by way of gettin{ peo(rle to better under-
stand this, hoth of you referred to the need for education and better
understanding. If they understand it, they appreciate it from the com-

pany standpoint énd then you get that extra value, that extra loyaly, -

that extra predyctivity at_\d it can be created by head power and heart

power, . .

But even more importantly today, I think as we're here today trying
to get & better underetanding of the total health care picture in the
country and how the varioua sectors of our economy and parts of our

e
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society, whether it be Government, the private sector, or business, the

- consumer, providers—where each of them fits into this picture.

Do you have any suggestions? I'm interested in knowing what Ford
is doing to educate its.employees totally in their program and what .
do you see that, could :)‘3 one by way of oxpanding that edugation
outside into the coomunity and into Washington, D

Mr. Sumuron. Well, certainly employees and their families educa-
tion is extremely important. I have to confess that we have not done
as good a job ef that as we should have done, but we plan to enhance
our efforts in the future. We do have regular staries that we run in
our employee publications on health issues and wb plan to inténsit,
those activities in the future. We've had meetings with our salarie
oemployees on tho new salary health 1’3&1\ and we plan to continue
those meetings in the future. .

In addition, we have had some health education efforts with the
employee involyement groups that we formed in the plant arcas and
throughout the comipany. So we are intensifying our employee educa:
tion effort and I agree with you that that is a very important area
and one that we have not worked as hard at in thé past as we shounld

ave.

. Senator Jepsen. Mr. Califano. _

Mr. Carmeano, Chrysler is doing the same thing. T think we have
to recognize that the payoff there is very real and very important.
Probably the worst offender, Mr. Chairman, in terms of allocation
of resources to‘health promotion and disease prevention is the National
Government. The National Govérggent spends 96 to 98 percent of
the money is spends on health care on care and research, and less
than 4 percent, probably somewhere between 2 and 3 porcent now, on
health promotion and disease prevention.

When you think that probabgy the most significant reasons of why
wo're having tHb change with respect to males in terms of cardiovas-
cular disease.is the fact that men are pytting down smoking, they’re
stopping smoking, there are fewer pecop¥ smoking, and changing their
eating habits, you can sge why what a phenomenal impact that can
have. Alcohol i3 the No. 4 disease in the United States 6f America
now, behind cardiovascular disease or cancer and respiratory disegses,
and that's all a function of what the individual does,

Fifty years ago the problems were dirt and the sewers and sanita-
tion and pasteurizing milk and immunizing people. Now the problems
are what we ourselves do to ourselves and I think there the Govern-

" ment should make a tremendous investment, as well as Chrysler.’

Chrysler stepged up its investment, as I think probably évery Ameri-
as, but we’ve hardly begun in that area.

Senator Jersen. That certainly was a hallmark of your term of
duty -and service here and I commend you for it, You moved out and
took some steps where others had kind of hesitated to tread before
and that’s much to your credit. It must be somewhat gratifying to
seo some of the results and people now are doing things that are
commonplace that at that time was something they shied away from,

Mr, CaLgraNo. Thank you, Mr. Chairman. - ,

Sensator YrrseN. You suggested, Mr. Califano, that formation of,a -
national cgnmission on health care reform is a-starting point for the -
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dev'oloYment of health policy and you used the Natiopal Commission
on Social Security as an analogy.

'As I reaall, one dY the ma{or stumbling blocks that commission had-

wag coming to an agreement as to the magnitude of the problem. Do
you think it's feasible to presume we would be able to get some kind
of concrete recommendations out of this type of commission in a 1
year’s length of time or would you expand on your thoughts on this
commission? You talked about the maﬁeu . How long do they needf
What do they need to facilitate the goal* What can and should the tax
dollar versus the private dollar—what role should it play, & joint onef
Either one of you, I'd appreciate your coraments. .

Mr. CariraNo. Mr. Chairman, I guess in terms of that commission,
I think that the reason we need something like that and the reason we
noed to have all the players in the private sector involved as well those
who run the health care programs for the Federal Government or tiw
State governments ig because we really are in a system which is just
- outside of anything like the regular great American freée market

gystem. r :

The doctors who order the tests don’t ;;ay the bills. Nobody says I'd
like to buy an appendectomy today or a hysterectomy tomorrow. The

atients don’t have any sense of paying bills, prticularly hospital bills,
ause. 94 percent of those are paid for by medicare, medloaid, the
Blues, or private insurers, and most dootor bills are not paid by the
third parties. And in the system it’s very easy to shift charges from one
atient to another, one buyer to another, one hospital to another. So
don’t think thero are bad guys and good guys in this problem. T think
overybody is acting just the way the economic incentives are encourag-
" ing them to act. )

he moré services a person is paid on a fee-for-service basis he gyer-
forms, the more money they’re going to make. The same thing is true

with respect to hospitals, and the cost and cost-glus gystem. _

T think that if you put all these people around the table and I think
they will be able to determine how serious this problem is. One on
has to look at this morning’s newspaper. There’s a story in the Wall
Street Journal about the question with kidney transplants and vital
organ transplants now. It used to be who lives, as the Wall Street
Journal put it this morning. The question used to be in América, it
we needeg & vital origan transplant, who lives The question today in
these United States is, who payst? And in the Washington Post or the
New York Times there are long stoties about a group of distingunished
doctors trying to figure out what the standards should be for physi-
cians and patients in terms of expensive technology care for people
who are very old or terminally. ill. So these issues are on the front
burner. ' - .

Can it be done in a year{ I suggested a year in this testimony be-
cause 1 think the political realities for health care, like the political
realities for Socia{)oSecurity are tMat much sounder legislation will
come out of Congress if the jasue is voted on and legislated in a non-
election year, If it’s not acted on in 1985, my instinct is that it won't
be acted on effectively until 1987, * .

Now it may tdke longer because the Social SecurRZ‘cnsis was in
some way easier to measure. There have been vears and yvears ¢f agi-
tation on the crisis in Social Seourity and there may be a lag time here,

-
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but I think the problem is so critical that it really bohooves all of us
to try and deal with it and to act on it I think we are all, as you said
we've met the onemX and they are us. W%Ll, everybody that is part of
that problem should be put around that table to deal with it and you
cap’t deal with it in the kederal Government alofie. We aro sceing cost .
shifting that I think we're only beginning to appreciate the impact
* of. We could liave fantastio inoreases in private insurance rates at the
- end of next year over thig year just because the only cap that's now
in place is the medicare cap on 167 hospital procedures, Now there’s
an attompt in the House to try and freeze the fees for physicians, but
I reallg; ink over the long haul, having both boen a regulator and un-
rogulafed, that over the long haul, if we can get the incentives changed
in this system, it will be far more effective,
Senator Jeesen, Do you have any comment, Mr, Shelton
Mr. SrLToN. No.
Senator Jxesen, Well, I thank you both, As you may know, we have
& very aggressive pmadmiﬁsion screening program in Iowa which is
utilized Y the private sector as well as the medicare program. Right
now they’re being too aggressive, We've seen a tromendous decline in
overutilization in Iowa. ﬁle’vo also received a number of complaints
from both doctors and patients that people feel they are not getting
health care, but we've had a very remarkable result in that Blue Cross
in Towa just recently asked for a $24 million rate reduction, This is
the first such request in their history. So the consumer is realizing the
financial benefit from this process and at the same time it is rather
arbitrary and judgmental at this point. In fact, there is'less accessi-
bilit ofv quality health care, but the consciousness is being raised or
. has boen raised in all this and that’s something you’ve been alluding
s to today here also, that we need to form the national health policy
on the basis of consensus. We should formulate most or all of iour
policy on consensus rather than conflict or rather than the shell game
as you pointed out, anid I would expect that we could that.
1 think your year recommendation sounds right because I think most
of the motion, and I might add politics, t{\lat were involved in the
Social Security repairing job sort of broke the way, so to spesk. The
mmission came, it listened, it recommended, it proposed. and the
ongress, because of the bipartisan approach and the peopl$ that were
on it, together, both Republicans and Democrats—not everyone liked
everything about it—but.thev went about. the job of doing the things
that needed to be done. I think that bodes well for the health care
policy. T think a lot of the signpggtrt’ﬁat were set up have pointed in
the right direction as a result of that commission’s work an will now
serve well in what vou recommend here. It's interesting. o
Mr. Cartrano. Mr. Chairman, T was out in Towa at Des Moines last
year at the Bine Cross-Blue Shield Cost Containment Conference, and
wah enormously impressed with the way that organization and Yowans
basically generally—tley're ahead of most of the country in your State
N on this problem.
" Senator JersExn. T thank you both for coming #nd look forward
to participation and consultation and recommendations 88 we move

along.
James Hacking, and Willis Goldbeck. Mrs. White is currently serving
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Now I would tall Mra. Bert White of the American Farh Bureau,
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on the board of directors of the American Farm Buroau Federation
and will be testifying on their behalf. Welcome, Mrs. Whito. Mr.
Hacking is nssistant eﬁnl oounsel for the American Association of
Retired Persons, and will be testifying on behalf of AARP: and Willis
Goldbeck, Washington Business Group on Health. Mr. Goldbeck is
exeoutive director of WGBH—not a radio station but the Washington
Business Group on Health, made up of major employers fram throngh-
out the oonntr_%{Be ween 200 and 300 companics are activé membeors.

Mrs, White, Mr. Hacking, Mr. Goldbeck, welcome and we will start
with Mrs. White.

STATEMENT OF MRS. BERT WHITE, CHAIRMAN, FARM BUREAU
WOMEN'S CONMITTEE, AMERICAN FARM BUREAU FEDERATION

Mrs, Warre. Thank you, Mr. Chairman. I'm here today as chair-
man of the American Farm Bureau Women's Committee and member
of the AFBF board of directors. My husband and I farm approxi-
mately 500 acres and raise Hereford cattle near Bailey, MS. .

I would like to also add that I serve on the local hospital board.

Mr. Chairman, rising health care costs place severe stress on the
pocketbooks of all Americans. No group is more aware of the financial

rip of health insurance than self-employed individuals, particularly

armers. Together with employees who do not receive employer-
financed heslth insurance, the Nation’s 7.8 million self-employed busi-
ness people must confront the serious inequity’ that exists in the use of
income tax deductions to subsidize health insurance for other groups
of workers, ’ '

While tlg; Internal Revenue Code permits an employer to deduct
em(i)loyeo health insurance premiums as a business expense—IRC 16
and treats the premiums as a tax-free fringe benefit to the employees—
IRC 106—this type of tax treatment i8 not available to the self-
employed worker who gets no writeoff, but who must then buy health
insuranco with after-tax dollars. ‘Currently, the only way a self-
emplo:{ed individual can deduct any amount of health insurance costs
is 1f the premium is included in an aggregate of itemized medical

. expenses constituting more than 5 percent of adjusted gross income.

ho denial of a deduction is apparently because health insurance is
considered a personal expense rather than a business expense, Farmers
and ranchers disagree with this shortsighted reasoning. Farmers, like
other self-employed smuall business people, conduct business aétivities
both as employers and employees. The work environment of & farmer
is often hazardous and not infrequently presents danger to life and

-

limb from the use of heavy equipment and chemicals. Insurance is.

necessary to cover the costs of unexpected injury and illness stemming
from the farming occupation. It is a cost of doing businessthat farmers
cannot be without. We believe it"is a reasonable request that a self-
employed person be able to deduct his or her insurance premium as a
business expense, '

-~ There is also a question of equitable.tax treatment among farmers
who have different business organizations for their farming operations.
A farmer, who is a sole proprietor or in a partnership, cannot deduct
the cost of health insurance premiums ag'h business oxpense. However,
if the farm is incorporated, the farmer can be classified as an employee

\\ . ) -
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of the farming corporation, The corporation, as tho employer, can
“deduct the cost of health insurance as a business expense, and the

" farmer, as the employee, can receive the health insurance tax free:

The committee will be interested 4n the amount of health insurance
premiums that farmers pay. In lowa, for example, the 1983 monthly
cost of comprehensive major medical group glan insurance with no
(}‘eduotible was §84,15 for a single person and $185.97 for & family.
This equals $1,010 and $2,228 on an annual basis, In ichigan, where

_ ige:and area ratings apply, the annual family rate premium, zero de-
ductible, was $1,002 in outstato areas for insureds under age 45. The

annual cost jumped to $2,827 for those between 45 and 54 and to $8,117

botween 65 and 64, In the farming areas adjacent to Michigan metro-
politan areas, the same coverage was $2,651, under 45; $3,760, 48{to 58;
and $4,180, 55 to 64. Even plans with deductibles are expensive, For
instance, the 1983 famjly rato in Kansas for insureds aged 28 to 44 with
a $600 deductible ~$‘?’78.

The rates illustrate the high out-of-pocket cost that farmers pay.
Remember that they take no deduction for this cost although their in-
town neighbors who work for a business that provides health insurance

can receive the same coverage tax free. Also, bear in mind that the Tax,

Equity and Fiscal Responsibility Act eliminated the $150 deduction
for health insurance premiums that all taxpayers could have applied
against the cos?f their health insurance premiums. ‘
The farm bu
has no jurisdiction over specific. legislation, However, we draw the
committee’s attention to two bills, ‘ﬁ.R. 3487 and S. 2853, that allow
the self-employed to deduct one-half of health insurance premiums as
a business deduction, Farm bureau members across the country are
working hard to gather support for these bills as well as others that
would eliminate tﬁ: inequity that exists in the tax treatment of health
care insurance, :
Mr. Chairman, the farm buresu is also actively supporting chah,
in the medicare program. One of the biggest misconce tion@. :

e public
@low has about medicare is that it covers all of the elderly’s mgdical

1]

expenditures. This is an illusion. In actuality, medicare covers only
44 percent of the elderly’s costs and only 80 percent of physician costs.
This stems partially from the fact that a physician is free to charge
a medicare patient whatever fee he determines reasonable for the serv-
ico rendered. Medicare, on the ather hand, also sets what they deter-
mine to be & reasonable fee. Usually, there is a wide discrepancy be-

- tween the two definitions of reasonable, Present law requires a 80-20

copayment between medicare and the patient, This means thedicare
pays the physician 80 percent 8¢ what medicare’believes to be a rea-
sonable fee and the patient ia responsible for their remaining 20 per-
cent. The problem then arises as to the difference between what medi-
care determines reasonable and what the physician determines reagon-
able. This amount must also be paid by the patient and is the major
reason that onlv 80 percent of physician’s cost are actually paid for
by medicare. Often obscured in the medicare debate is the cost shifting

N (QOf medicare health benefits to private insurers and individuals, This

should be noted.

Al recognizes.tlmt the Joint Economic Committee

[\
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Congress requires hospitals, nursing homes, and home health agen-
cies, to accept medicare reimbursement as payment in full, Farm
bureau supports the idea of requiring physicians to recept assignment
in all cases as a precondition to treating medicare patients. We rec-
ognize the a ent that some dootors may choose not to treat medi-
care patients. Due to tha fact thatthe elderly now represent 85 percent
of the average caseload and due to ethical standards, we believe that
most physicians will treat medicare g:atients. We alsq recognize that
patients not cov by medicare will be paying higher costs for medi-
cal services as well ag higher medicare taxes.

Mr. Chairman, I want to conclude this morning by assuring you
that farm bureau does not feel we can rely solely on t};e Congress or
the Government to solve our health care problems. Wo have tried to
develop programs within our own organization to help solve these
problems, - _ <

The American Farm Bureau Federation has had a nine-member
rural health advisory committee in existence for the past 8 years. We
also enlist the sorvices of a seven-member professional advisory group.
Twenty-five State fatm burcaus will have advisory committees ac-
tively involved in programs by the ond of thixxear, 1984, These com-
mittees give directjon to negotiations for health\jnsurance contracts

. sovering memberships and to programs and activitiés to increase mem-
ber understanding of health care costs and ways to reduce them.

Volunteer ' member support is evidenced by the number of programs
and activities in which the members participate county and State
levels. In the past 2 years,-more than 250.000 indiuals’were tested
for high blood pressure at farm bureau functions. Barm bureau re-
ceived national recognition for the efforts of this proggam and others.

Mr. Chairman, it’s been a privilege to come here before this distin-

- guished group and you and ask for the consideration of your commit-

tec. We assure you that farm bureau will continue to do whatever they
can to eliminate these problems. Thank you very much. '
[The prepared statement of Mrs. White follows:]
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PREPARED STATEMENT or MR8, BrRT WHITK

Mr. Chairman, I am Bert White. I am hers today &8s Chalrman of
the Amerlocan Farm Bureau Women's Committee and a member of the BF
Board of Directors. My husband and I farm about 500 acyes and riaise
Hereford cattle near Balley, Missiasippt, .

The American Farm Bureau rederation is the nation's largest
general farm organization with a membership of over 3.3 milllon fami-
lies in 48 statas and Puerto Rico. Policles of the Amerlican Farm
Bureau Fedwration are determined annually after being studiedqgdebated
and approved by a mujorlt¥ vote of i{ts members at county, st§¥#®, and
national Farm Bureau meetings. The lasue before this Committ®e is of
great concern to Farm Bureau membors,

Mr. Chalrman, rising hed¥th care costs place severe streas on the
pocketbooks of all Americans. Much has been written about the
individual, as well as national, crises that have arisen from
expensive health care ooverage. While much of the media attention has
been directed toward the exhorbitant expense of sophisticated medlical
technology, fees of health care professionals, and the high cost of
hospitalization, very 1ittl as been said about the steadily rising
cast of health insurance. is cost has increased despite the use of
higher deductiblea and decreased coverage, :

Farm Bureau recognizes that the basic economic problem In rising
health care costs s that the industry has shifted from one in:which
the private sector accounted for three-fourths of all health care
costs to one Ilh which the government —- federal, state and local -—-
now accounts for 43 percent Of all health care¢ expenditures,

No group is more aware of the financlal gr}p of health insurance
than self-employed Individuals,-particularly farmers. Together with
employees who do not recelve wmployer-financed health insurance, the
nation's 7.8 million self-employed business people must aonfront the
serious {nequity that exists in the use of income tax deduations to
subsidize health insurance for other groups of workers.

While the Internal Revenue Code permits~an employer to deduct
employee health insurance premiums as a business expense (IRC 162)
and treats the premiums as a tax-free fringe banefit to the employees
(IRC 106), this type of tax treatment is not available to the self-
employed worker who gets no write-off, but who muat then buy health
insurance with after—-tax dollars. Currently,' the onl wa¥ a
self-employed {ndividual can deduct any amount of health insurance
costy is if the premium is included in an aggregate of itémized
medical expenses conmtituting more than five percent of adjusted.gross
income (IRC 213). . .
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The denial of a deduction 1s apparently BScaunc health {nsurance
is considered a parsonal expense rather than a business expense.
Farmers and ranchers disagree with this short-sighted reasoning.
Farmers, like other self-employed small businessas people, conduct
business activities both as employers and employees., The wbrk
environment of a farmer is oftep, hazardous.and not infreghently
presents danger to lite and lim ! from the use of heavy equipment
and chemicals. Insurance is necdssary to cover the coats of unex-
pected injury and illness stemming from the farming occupation. It is
a cost of doing business that farmers cannot be without. We believe
it is a rensonable reguest that a self-employed person be able to
dedutt his or her [nsurance premium as a buslinesan expense.

There is also a question of aquitable tax treatment among farmegs
who have.different business organizations for their farming
operations. A farner who is a sole proprietor or i a partnership
cannot deduct the cost of health insurance premium 8 a business
expense. However, if the farm {g incorporated, t tarmer can be | |
claesified as an employee of the farming corpor on. The
corporation, as the employer, can deduct the cost of health tnsurance
as a business expense, an the,fnrmer, as the employee, can tecelve
the health inaurance tax-free.;

. The vast majority of farms In this country are operated as sole
proprietorships. The 1978 Census of Agriculture indicated that'88
percant of all farms with sales of $2,500 or more were sole pro-
prietorships, 10 percent were organized as partnerships, and 2 percent
were incorporated. These figures translate into approximately 2.14
million nofe proprietorships operated by farmers.

The Committee will be interested in the amount of health
insurance premiums that farmere pay. In lowa the 1983 monthly cost of
comprehensive major medical group plan insurance with no deductible
was $84.15 for a single person and §185.27 for a family. This equals
$1,010 and $2,223 on an annual basis. 3In Michigan where age and area
ratings apply, the annual family rate premium (30 deductible) was
$1,902 in outstate areas for insureds under age 45, The annual cost
Jumped to $2,827 for those between 45-54 and to $3,117 between 55-64.
In the farming areas adjacént to Michigan metropolitan acfeas, the same
coverage was $2,581 (under 45), $3,790 (43~55), and $4,1B0 (55-64).,
Even plans with deductibles are expensive. For instance, the 19.3'3%
family rate in Kansas for insureds age 40-44 with a $600 deductible %
was $778. . :

. The ratep illustrate the 'high out-of-pocket ‘costs that farmers
ay. Remember that they take no deduction for this cost although their
n-town neighbors who work for a bumsiness that provides health
insuranck can receive the same coverage tax-free. Also, bear in mind
that the Tax Equity and Fisdal Reaponsibility Act eliminated the $150
deduction for health insurance frcmiuml that all taxpayers could have
applied againat the cost of thelr health insurance premiums.

We believe that the following arguments mupport a legislative
remedy to this problem: .

’
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As previvusly mentionéd, the fedaral government is subsldizing .
health insurance for raxpayers receiving employer-financed health
insurance at the expense of two othero?roupa of taxpayers who cannot
tax advantage of current tax code provisions: (1) Se r-tmplo¥ed
taxpayars such as farmers and, (2) Employees who must buy thelr own
coverage. ‘

Bven if Congress rastricts the curreny tax-free status ot”
employer-financed health insurance, the ineguity will remain. Those
employees currently receiving such bénefit W1l continue to receive a
certain level of coverage tax-—free since all\or a portion of the
coverags will fall below 7:. tax threshold ambunt of $840 p indivi-

dual or $2,100 per family Jas proposed by the Administration.
N .

PRECEDENT

The Social S8ecurity Act amendments of 1983 took a step to help

- achi'eve eguity between employers and the self-epployed in Social

Sequrity tax treatment. The new law provides at self-employed
individuals will be able to take a tax oredit for 1984-1989 against
the self-employment tax that they must pay. After 1990, a new system
of {ncome tax deductions will be available to melf-employed taxpayers.
The deduction will be equal tp one half of the amount of
self-employment taxes patd for the taxable Year. .

o . ‘

A deduction or credit for the cost of health insurance premiums

could be patterned after the credits/deductlons enacted in the Social
Security legislation. :

RISING HEALTH CARE COSTS

Much has been said about the issue of health care insuranca for
the unemployed. The employed, as well as the unemployed, are hurt hy
rising health care costs, particularly those in hazardous occupatione

* such as farming who may pay higher premiums because of higher riske,

HIGHER TAXES COMPOUND CASH FLOW PROBLEMS FOR FA § ~- HEALTH

INSURANCE DEDUCTIONNCAULD HELP EASE THE PROBLEM

- ».

rarmers have been hit raecently with higher Soclal Security taxes,

?nsoline tdxes, and excise taxes. j;Such a deduction would ease the

noreasing tax burden on lclf~om§1‘yod people, help compensate for
direct, vout of pocket expenses for health insurance, and lead to more
equitable tax treatment of health care Coverage.)

Farm Bureau recognizes that the 5o)nt Economic Committeea has no
jurisdiction over specific legislation./ However, we draw the
Committee's attention to two blllas, H.R. 3487 (Latta; R, Ohio) and
8. 2353 (Grassley; R, Lowa), that would allow the self-employed to
deduct one half of health {nsurance premiums as a business dedugtion,
rarm Blreau members across the country are working hard to gather
support for these bills as well ag others that would eliminate the
in y that exists in the tax treatment of health care inlura?cd.

BEST COPY
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Mr. Chairman, Farm Bureay is also actively supporting changeas in
the Medicare program. One of the biggest sconceptions the public
' now has about Medicare is that it covers all of “the eldérly's medical
expenditures. This is an illusion. In actuality, Medicare covers
. -only 44 pertent of the elderly's cdsts and only 30 percent of
wit physfician costs. This stems partially from the fact that-a physician
is free to charge a Medicare patient whatever fee he determines
reasonable tor the service rendered. Medicare on the other handg,
alaso sets what they determine tO be a reasonable' fee. Usually,
there 15rﬂ?wide discrepancy between the tpo definitions of reasonabla.
Present Yaw requires a 80-20 copayment between Madicare and the
. patient. This means Medicare pays the physician 80 percent of what
. Medicare belieVes to bé a reasondhle fee-and the patient is responsible
for their remaining 20 percent. he problam then, arises as to the
AC‘\\\gifference between what Medicare determines reasonable and what the
8 hysician determines reasonable. This amount must also be paid by the
patient and is the major reason that only 30 percent of Yhysician'ss -
cast Are actua11¥ paid for by Medicare. Often bbscured in the
Medicare debate ls the cost shifting of Medicare health benefits
{costs) pgp private insurers and individuals. '~ v
. . 1.

* I should point out that only 52 percent of physicians are willing
to accept Medicare payment as payment in full, and only 20 percent of
the physicians nationwide accept.assignment in all cases. THirty- ;.
five percent of the nation's physicians never accept assignment under
any circumstances. The refusal by suclf a large number of physicians
to accept, Medicare reimbursement rates as payment in full has resulted

‘ in .elderly patieyts being required to make large out-of-pocket 2

. payments for health carg.)

. Congress requires hospitals, nursing homes, and home health

“ ‘agencies to accept Medicare reimbursement as payment .in full. Farm

. Bureau supports the idea of requiring physiclans to accept assigﬂﬂ!h!.‘r
in all chses as” a precondition to treating Medicare patients. We
recognize the argument that some doctors may choose not to treat
Medicare patients. Due to the fact that the elderly now tepresent J%
percent of the average case load and due to ethical standards, we
believe that ‘most physicians will treat Medicare patients. We also
recognize that patients not cpvered by Medicare w?ll be paying higher
costs for medical services ag wall as higher Medicare taxes. -

Mr. Chairman, I want to finish this morning by assuring you. that
. Farm Bureau does not feel we can rely solely on the Congress or ‘the
government to solve our health care problems. We have tried to
ddvelop programs and activikies wlthfn Farm Bureau‘to help solve

fhsye problems. .

The American Farm Bureau Federation has had a nine member rural
health advisory committe#& in existence forfthe past three years. We
also enlist the services of a seven-member profes:lsnal advisory
group. Twenty-flve state Farm Bureaus will have advisory committees

~ gctively involved in programs by the end of 1984. These committees
give direction to negotiations for health insurance contracts covering
memberships and to programs and activities to increase member under-
S standing of health care costs and ways to reduce them.
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Volunteer membe supéﬁrt is evidenged by the numhet of programs
and activities in which the mambers participate atygounty and.state
levela. 1In the past two years, TWore.than 250,000 individuals were
testead for high Elood preasufe at Farm Bureau functions. Farm Bureau
received national recanition for the efforts of this program. Farm.
Bureau has also particlpated in health faire, exhibits, joint meatinds
with health care officials, seminars, conferences at atate annual .
meetings and direction for emergency medical technician contlinuin -
education. Safety activities have alko bean redefined as prevantlve ¢
mkdicine with economic proof of the savings in claims. This includes

w

raining dAn farm acocident prevention, extrication for EMT's, developing

a nationkide training program for farm operations and, families in
Cirst care programs, educatlion in training {n tha use of farm chami-
calg, a national symposfum on nutrition, and a national conference on
health issues. . .

Mr. Chalrman, we apptecidte the opportunity testify this morning'
. - \ -
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Senator Jrpsen. Thank you, M :
- - Mr, Goldbeok.

STATEMENT OF WILLIS B. GOLYRECAC®RESIDERT, WASHINGTON
BUSINESS GROUP ON) HEALTH

illis Goldbeck, the president

r Mr. Goropeck. Thank you,
of the Washington Business 1th. As you heard some
very olear specific exam les from Gitrysler, I will try to
gg_ve you an overview of the business\ciréumstances in the United

tates today and where we think some\gnajor corrective procedures
aro 1teeded. - .

\ _ You have a chart there that suggests that the total expénditure by
business is going to be $70-plus blﬁibn. It is important we recognize

. that that is only a portion, indced not_even half, of what business
- ‘\muds on medical care in America today. That’s only what is re-

A ted in group insurfince premiums. That does not Include work-
men’s compensation. That does not include digability. That does not

o include rehabilitation. That doos not_include self-paid- programs.
That does not include a lot of the self-funded programs in sma]l
businesses that have no reporting responsibilities t® tﬁs Government.
It does not include corporate medical departments, occupational
safe(y and health programs, ad nauseum. ’ .

So, when you hear the giant numbers that are put on the table
even now, they are in fact small compared to the total numbelrs with
which the Congress must come to grips. -

Waste and oxcess threatens not only the companied you hear from
such as Chrysler and Ford, but threatens the medical Industry itself
because it will not be able to continue to be 3 healthy industry-as it
is being attacked from all sides with the necessity of change. The same
waste and excess threategs quality and- access to care 8s well.

I think Congress is going to have to reco nige that we will (iegl
al .

y
-

with rationing in America. The question is, how well we will de
with it, not whether we will deal with it. In many cases, the rivate
sector will l:} involved more onerously than anything the (i)ovem-
ment has yet suggested. . : o
I just offor one example. The most successful heart transplant
rogram in Ameriga, at Stanford, is in large part successful not just
\ ause of their surgeons’ skills but because they have two very g
. rules; nobody over the age of 50 and nobody who has other kinds
of complicating medical problems. That’s a rational kind of rationing.
from tho, staridpoint of that particular unit of vare delivery. It also
‘raises many issues for the Government to con ider. ot _
T Wo need an offective hew definition of what we consider to be a
i success. Efficiency rather than excess; self-reliance rather than sub-
serviepice ta experts, and prevention more than cure. Success must be
megsured by how little care we need and by the outcome-of the care
that wegmust receive. ' S !

: " 'We he% paid too much attention to whether or not particular kinds*’
—_ of cost sh¥ting were justified on the merits of the individual instance. ,
_# Cost shifting is simply & matter of taxation without having to vote...

The shift of costs by Gévernment, does not equate to savings. The
Congress or the administration can suggest that they have saved the
° A Y
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Nation money, when in fact that, will not be the case unless thore’s been
7 the kind of systemio change that Mr. Califano and My. Shelton were
talking about. . .
-We have also been hearing in the last few weoksknd months that
~ buBifiess oufht to just look out for itself. We've heard this from some
- Members of Congross. We've heard it from some members of the ad-
ministration. Well, I want it to bo clearl y on the vécord that our organi-
zation and its membors do not believe tgat business should only take
oare of itself as though it was isolated from the rest of the oconomio
and modical care circumstances of this Nation, To do so would abso-
lutely bankrupt most community medical practices and facilities.
Many companies could do just that today and it’s very pleasant to

note that they chose not look out only for themselves.

Everybody is following the geonomic incentives placed in front of
them. 1 thinic it is reasonablo to expect that as wo change the economic
incentives poople will continue to comply with the cconomic impera-
tive. Doing so raises at least a couple of what we call myths that the
Congross will have to grapple with, Individual companies have grap-
Pled with them as they changed their own plans. Benéfit plans that:
now and in the future may yestrict the choice of theo providers to whom
‘the individual employeos i;d their families may go, is an issue very
much in the forefront of mddicare and medicaid considerations as well,

There is no such thing as freedom of choice that has an meaning
absent real information upon which to make choice, Our puﬁlio today,
including you and I as indiwiduals, has no ability to discern among
providers on the basis ublicly available information, comparing
price, quality, and service, In fact, wo are often told that thore is no
real way to measure medical quality. ,

"Woell, if there’s no way to measure medical quality, then no
should have any complaints about who the giver is of the medical #%-
cedure. Wo believe very strongly that there must be systems to measure
medical quality, as complex as that may bo. We have to recognize that
there are no real markets unless thege is a free and open flow of market
information so that the buver is oﬁen parity basis with the seller in -
the purchase and sele of medical.care, In that sense wo are not doaling
with anvthing anv different fhan anv other product,

If we do nfjt do something soon about the wasts, then the ultimate
availability of health care will bo threatened. Your ewn State of Towa ™
has taken a lead by the passage of the data access bilh This movement
was led by a group of employers in Towa. If the rest of the States do

“not. do something %imilar, we will be forced into the worst kind of ra-
tioning. , C

With the rieht kind of publicly availahle information, wo can ration
intelligently, Wo can discern who are the efficient, high quality pro-
viders and design the economic incentives to toward them for what .
they do well,"leaving the others to either improve or fall by the way-
side through other normal economic competigion. ’ 5

It’s considerably proferable to have this kind of ratiowing than to
having a congressional committee or a Government agency determin-
ing who on the-basis of age or wenlth ought to receive specific services.

'The otherquestion that is often raised ig whether or not, because one
begins to manage costs, quality must automatically be reduced. We
see no evidence of that in any of the programs that are available now.
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. Companies that we've worked with around the country can exhibit
savings of 20 to 40 percent if they will bécome a‘ggreégivo about cost
/ management. There is no reason why medicare or any btherprograr
couldn’t do as well and therefore reverse the pressure of economio -
~  ocontives. '
Tho excess in medical testing documented in joprnals—the excess in |
’ Jength of stay, the amount of medical procedures that arc done in ina&»
propriate settings by inappropriate level of providers—all leave ample
opportunity for us to make corrective measures and improve quality,
gotd reduce it. Kxcess hospitalization is not a befefit. It is an unhoealthy
urden. ;
You asked in your letter about cost. I suspect we are heading toward
15 percent of GNP by around the year 2000. If you look at the trends
in aging and the technology and other factors that are exogenous to the
health care system, that is & highly likely diregtion, if no finite num-
. ber. I would caution you that following the historical trénds and the
atatistical norms is a very shaky business beeause they are prédicated
on all the waste in the system. .
- I wo really want to exercise surgery on the medioal cam&s-
tem and its costs, we must develop cost management strategies that
involve the public and private sector workin in tandem and are predi-
cated on four basic principles: Rowarding efliciency, investing in pre-
vention, defining outcome standards, an guaranteeing accegs to in-
formation so censumers at both the individual and the aggreghte level,
cox;i)orations, unions, governments, and association, have te ability
to discern amon% competing providers. -

“Now I would like to suggest to you that there:are & varigy of steps
that can be taken by Congress to facilitate these changes, th in 1984
and subsuhuontly from 1985 to 1905 or thereabouts. A numbgr of those
are identifled in the testimony and I will jot review thetn all, but
Therely Ig)oint out one or two that are on youk agenda right now.

The PRO, professional review organization, regulations are contin
out stipulating that nobody is supposed to have access to physicians
gpecific information, obviously #-device designed to protect not the
consumer, not the Congress, not the Federal budget, and surely not
Ford and Chrysler. ~ :

The Social HMO program, the first major experimental effort de-
gigned to provide cost efficient long-term care in America, the result
N of private investment with cooperation of HCFA, is being put on hold

) by OMB. You can correct these problems. - ’ .’ e

The list is lengthy. In the years to come, we can eliminate the prob-"
lem of defensive medical practices, which is understandable given
the current mealpractice situation, by establi ing either on a nation-

{ wido basis or a State-by-State basis—a medityl malpractice arbi‘trt}—
1 tion system that will remove the issu from fh tort system. This is
working in at least two places infinitely better'than the Nation as /
whole, in Hawaii and Wisconsin. L ' :
Other actigns include removal.of State barriers to négotiating care
* , arrangements which many companies are now exercising, apd not
. including any-extra percentage inc‘;las"os in DRG rates for t.echn.olo%y
e

which is suppoted to be cost efficignt. to begin with. These would
simple ste‘)s that could be taken in the very near futdre ind-contribute
to the total cost management. CT ‘ ..
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Finally, Congress should begin a process—and it may vory well bo
through Joo Califano’s commission or some othor structural meth-
odolog that svemns appropriate—to consider the changes in medicare
benefits that would be at least as dramatic as the changes lhst year
in medicare financing. 1f one was to start today and design a pro-.
_ grant to serve the elderly, we would not ‘end up with medicave. That
- was. designed to serve the providers and help the olderly. If it’s to
v . sewve tho elderly, it ought to deal with chronic care and long-term care. -
~ It ought not to excludo the custodial benefits which are the greater part
of the care given at hospitals yet are unreimbursable whén given at
home in cost officient and humane settings, We alreadyshoar, throats
about removing or roducing the hospice program before it hardly has
a chance to got started. :

Mental health care is rarely reimbursed in those subacute facilities
which are more cost effective and not at all worse frojn a quality stand-
point, based on some. 20 years of comparative studigh.
~ Wo conld bring about a long-term care IRA, we could start a pre-
vention program for the Old(sriZ for whom thete is absolutely no bio-
logical reason to fall apart at age'¢5. - -

% would hope as you look ahcad you really look ahead, not just to
1984, not just to the next election, but to the future years. After all,
wo are sti{l tinkering with the results of the decisions made in 1965.
The decisions made in 1984 and 1985 will have a long, long life They
ought to recognize that the society which we will be serving wil] not
bo the family of today, will not be the classic nuclear family, and will
not have a family doctor. We will be dealing with entire new types of
meodicine, entire types of new medical technology. The hospital will
be the minority care giver, not the majority care giver.

All of these things suggest that those who emerge as real leaders in

- Congress will be those who are willing to take & more future-oriented
porspective than is the norm.

In closing, your task requires secking a balance betweeh competition
and rogulation, Making market forces work is often a process of also
making regulation work. You would not have full disclosure in Tows,

fqr example, were it not for a new law. Secking balance between med-

icii®wag_health. We are kidding ourselves if we continue the a
imbalance thgt Joe Califano referred to with 96 percent of our

dollars going¥o care after the fact and 4 percent going to pre
probem. Thetf\a problem we can correct today.
We mu 50 peck the balance between public and private respon-

sibility, 16t hly fikt or by cross-shifﬂng, but by a rational process of
policy dévelopmenit. _ .
Finally, w\canphot avoid the difficult and often gut-wrenching but
~ essential proce3¥ of secking balance between economics and ethics.
' When we talk about rationing, we're talking about the values of a.
- society, not just'the economics of the health industry. And just as busi-
nesses look at their bottom line with great scrutiny and increased care
phese days, we, too, must also recognize that the only way in America
to make profits in the future is to have communities that ave physically
and emotionally healthy and econonrically viable. We nced a total
;wrpipcctivo of working together. Thank you very much.
~ |'The prepared statement of Mr. Goldbeck follows:]
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Ppp_ BTATEMENT of WriLis B. GoLoasox
HEALTH CARE_AND. THE ECQNQMY

An

. You nre'tq be comﬁi” ¥4 for calling this hoaring so that, together, wg

may ponder a true dilemma: the ecomomic problems caused by the growth

o of our most economically successful incusiry -How lronic that. at the
very time whan our nation's economlic problems and Industrlial decline ~
are the focus of world attentlon, we tind ourselves convened to devise
-trntoulgs for slo;ing one of our few growth industpies. By every

s standard of economic growth., the health care industry is a raging
success. Untfortunately, that :uccuss has been.based on & whole ;oriea
Pf faulty economic principles, Jgnorance., and myths. . Fyrther, we nmust

~ .

change our definition of success or else the fallured of the past will

preclude achievement of the wonderful future we all want to share.

As Prewldent of the Washington Busliness Group on Nealth, it ie my

+
responsibllity to exnmjnf health 4{n America from the perspectlve of’

the very large employer. Our members\purchase care in amounts that

- “

stagger th? imagination .ms thelr benefit plans annhually provide for

\.
hearly 850,000,000 employ«in. retirees and dependents. However, it

would be wrong to proceed under the assumption that, in the health
care economic debate, there need be public vs private eector;
management Us labor: provider va consumer. Only by recognizing the

ﬁutunlify of our long term Interest will responsible programs be

possible, & ' ;

)
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Prograss 1o t served when the federal governmant claims savings that
in fact are nothing more than iw{t‘ta in cout Y_F‘:thor payers OY
Increases in poverty for uplcﬁ tuture Congrenew will be held
. financially accountable.
Progress 16 not served 1f large omployers act only to protect chie
year's bottom line and forget that thelr protifs are ultimately
dependent upon communitiss that are economically viable as a whole.

t
v em

Progress ig not ai'ved by tax policies which reward the’ largest
aom;aniea for adding to rich benefits and also reward _emall employers.
for not providing benefits at all.

Progress 1s not served by unions thi{ fight for the preservation of

benaflgl, which we know today are pppr]y desligned., economically

wasteful and popula; only because of the hiaconception that there is &

positive relationship “between the most expensive hosplital care and

high quality care. - . [ §

~ 4

N

Progress is not served when providers pretend they 'are-the only oOnhes
with a right to cﬁmparntive information or that aomehow €he1r indu-€;y
should not be subject to the same requf‘emonts of both economic
competition and government regulation as the rest of our vindu-trlnl

‘sectors. he
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thployers who have exhibited leadership 1h coet m““‘“““":e‘ﬁ.v° had to

strugdyle. with 'ﬁverul myths that to this day 1mpudtjh§n progrese of

il

many others in thu'public an well as private suc{ors.
wh

,
A

i
rorehost among the myths ls the concept of "freedom of choice." It Je
true  that we have this legal frpedon to go to any doctor or hospital
we want. However, for most of us this freedom Qffeors little more than

psychic muccor. When thh‘buyur of a proguct or service ls denloed any
-

- quality or price Information upon which to make a compnrinoﬁ among

sellers the freedom to select is more rhetoric than value. This e
true with any product and the medical industry e no exception. Ask
yQurselves, right here in Washington, If you have ready accésg to
hospital infection rates., latrogenic dissase rates, morbidity or
mortality rates per dimgnosis or svan price per procedure. Where do
you get the physician specific information that would pe comparable to
what  you would.demand from the seller o:.:Ly other prédqct? Do you
kqow which hospitale in the hrea do{th. volume of open. heart surgery
s +
that results in the best outcomes; or which hospital has the most

medically appropriate lengths of utn& tor normal births: or which do

the .least unnecessary lab tests . . . the list is endless. ~

-

(%

The bofﬁt here is not to suggest that quality s easily measwed or

'undcratood. rather it {s to satate clearky that real! freedom 1i»

dependent ynpon real knowledge; real markets are dependent upon  open
- .
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acceaas to meaningful information.
For you as policy makers and we as pdtchasers the avallabllity ot
qual ity standards and measures has another vital function: assessing

the Impact. on health and access to care of our cost managemsnt
N .

.

strategles.

Préedictadbly, the mora goveriment and pricvate payars becoma demanding
purchasers the more the providers are going to resist. Everyone has
been responding logically to their economic Iincentives and there im» no
reason to expect this to change. Typically, those of us who advocutg
aggressive cost fMXnapement are charged with not thlnq an interest in
quality. Tﬁg- is the sacond myth: to have costs controlled °quality
must be reduced. Not true. Cost mnn.qemqnt‘monno getting people the
care they need In the most appropriate .o{tinc, from the most
appropriate provider based oh an economic syetem that rew;;d- the
efficient. There 1s no positive correldtion’ betwean the most
expensive care and the best care. Extr#® hospitalization 1is nqk a
benefit, 1t 1s a distinctly unhealthy risk. Lab tests dpne due to

habit, ignorance, economic Imperatives or defensive medicine are
unforqivablet N? .neea ﬂbtuﬂ;nnd billions on hosplital expansion when
we know other settings would be 1less costly and better for the
patient. HWe need not accept the.widé diversity in physician practice

patterns whenh we have evidence of efficlent practices with excellent

medical results.

M
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No, cost management lw not the biggeat threat to quality. . Quite the

reverss is true for if we do not adopt a congservative pattern of
resource consumption we will rush into explicit rationing by age
and/or wealth. Fatdﬂ‘tuﬂnh thase two choices, responsible cowt

'Y
management must be viewed as a protection of quality and actere.

»

Coat Projections

Projecting coatd is an exercise usually predicated upon the analysis

of past cohsumption patterns. In thw case of medioine, I belleve this

Will prove to pe & fruitless oxerCise. ‘
. . >

Virtually none of the factois which have contributed to our current

level of expenditures will be present five years from now. Actually,

most are already goné O}, 4t least their altered state is recognizable.
xS oy 5
*

Ten examples: T - ) .

‘

1. the change from retrospective to prospéctive pricing ot

Medicare.
' [
2. private purchaaekg -- epployers and unions ~- replacing an era
A characterized by the passive payment of insurance claims with
the aggressive negotiation for medical services,
* )
3. the pdbllc interest in fitness, stress control, reduced
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IR s

79 |

I > .

’

a

A}




76 .o

[
;

I
am king. self-care, and general health enhancement.

3

v
K]
4y dging. without a supporting youth generation

6. tochnoloqy- through the #space program, genstic englinagering,

parts replacement and regeneration

'

6. replacement of the hospltal as the primary focus of medical

care

2

7. Anformation that enables the public to shop for care based

Y
upofl comparative qualfty, norvlce'ang price msasures.
o . .
8.1 economic incentives, from both the supply and demand sides,
r compeatition
- ' : . ~
9. an increase in economic constraints from factors exogenoua to
health .
10. greatly Increased pressures to control and clean up
environmental hazards.
L)

) All of these examples simply demonstrate the fragility of any
pro jections. My best guess is that the presbures from aging,
technology and the absence of major investment in prevention will
combine to make costs continue to increase until we are spending

L]
. -
L]
\‘ -
L 2 ) ) '
~ .
— , . -
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nearly 15 percent of our GNP, We should reach this level before the
yoar 2000.

Intérc&tlnqu. thl ed not be a morbid prediction. Spending large
amounts on human health 18 not the worat thing of which a country can
be accused. The real issue will be whether or not we fenl wé are

dctting an increased return on our investmert. Today. our aystem ias
1§

, marred by wasts. Excess 1s driven by economic incentives and the

ERIC

AT
-

absence of efther progressive market forces or workable regulations.

~

Increasingly, we see the staggering cost of care that g 1nap;ﬂnprinte
in tcrmsnor location or provider, unnecessary, duplicative ;??d aven
fraudulent. "In this climate. there 1s a national desire to 'cut back,
a desire. reinforced by the ovaerall deficit, unemployment and
industrial realignment issues with which this Committee is no

tamiliar. And, reductions are certainly achievahle. Ne-r]y':ny major

private employer can reduce- their outlays by 20-30 percent by

adopting a atr§teqy of reimbursement redesign, utilization contvble

and capacity conatraints in whlch the efficient providers are
~ .

rewarded. This ls not a new concept. wWalt McClure has been preaching

~

this sermon fot years just as John KnoleS'breached about prevention
1}

to overfed audiences of smokers Impatigent for the‘qocktnl] hour, The

.
a

challenge Is not to find new knowledge, rather it 1a to have the

political will to do what we know can work.

a

; Botween 1985-1995 will be the difficylt period. Even 1f we take

effective ‘actlons. ‘there will be a laa;time before the excess s
‘ {

~
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reduced,  befoye physiclans practice pattarns change to comply with

-

rccpqnsiuﬂi' national atandarde, bafore the public {a aducated to be

k]
more prudent both in  thair lifa style and in thair consumption of
L]

hedical résdurces, before there is an appropriate mix of provdderde and

institutions compating openly on the basjs of quality, service and
- ~

/

price.

s
-
[N

I3

Actien - 1994 Lot ! *

Ron]iatfca)ly. thin in ﬁ%t going to.be a year of fast action or h!qh‘
drama  in fadernl'hanlth legislation or regulation. Nonethelwss, the
(TGN

1
year ‘need not be wasted. There nre saeveral steps the Jongreua can
. 3
take immediately that address the basic principals of. -

~ .

A. lincréasing market forces by 1hentirylnq and rewarding
erf}c;ent providers ' . .

-

L Improving our ability, as a nation, to assure acce to
oy . .
the appropriate care for all in néded

! ’ ' . . o
N

C. wsustaining the excellence of our medical system while, for

the, first time. making a balanced investment tn

p

. .
prevention. ) }
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i’ In no special order, Congress should: b
¢ ~ S -
sd 1 . N - ) *
-‘- ~ . .“. . . M ’ . \ 7 n‘-.
" ’ . s . 4. Reguirg that gtates within three years, have a fu]l
) AL - N
) ﬁisiolosure‘ 1 least as strong as the Jowa model. S
» 4 v o ) Al : 'y *
. . TS . - X -
v+ . R Preyent g the . Professional Review Organization program . :
. - L .
;‘, * regulation. being . released for comment this week, frok
4 ! . . : . “
6protu‘cl~lng the felease of physician-specific price and quality. ~
. ¢ information under the “guise of. conrlden.tlnlity. " No other
. aupp]le'r “to the government is’ allobed to hide 1ts costs, : '
.
prlceﬂ and measures of quality nttectlvcness and thebx exists
w7 nd m)ecaial. reaso‘n to extend this unhen]thy'nnd economically - N
Te, “unsound’ protec tioh; to physiclians. . S,
. - '3, ‘Sup or t thetstart of. the, Social HMO lonq tarm cxp{rimqnt ' .
A v A
¢ ,"now being held up by OMB despite years ol‘ ino&stment by the ©
4 BEC I privnte seétor and the support of DHHS. - .o T
- - : £ . ’ ‘
) ’ LI - . ’ .. Y L LR
< o . ) . R ‘. ™
. 4. Clarify tha\t the recent - memo on Sect;lo.n6 125 flexible . v
. ’ . . . v o
uspendﬁ\q “Accbunts not egd the progressive developm®nt of
’ - " benefit designy lch encourage consumerl multiple
N a .
< " ol V- ® . s
e gglf-redpbnaibility and prudent purchasing. B
~ : w
v ’ & ¢ - -
N . o 7 oL e -
e Educ:,tl&ml Assistance irogram which incNided life )
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dcte{pjnuq.

Al ) e analysis nor thu errectlchees nor the reed for prcvantlon\-
) ) 1

- have® changed

] ' 6.
-
o VoL

exempt {on

. make a

' care costs or

7. EBotablish a new health planning

. of the
conasiderable
-

‘ restructurlng

next

.y reka{d-

. . , :
v gs construction.

L 8.

Pass an ETC reauthorization bi]]
for the professions.

mockery bf

dependent ubon the hospital;

t
the improvement of h%alth not
. . A ]

If the Cohcrasa \Jven serious

<
FYed

v

1983, 1t pas nbpropr:ate to support. Nelther

-

1y

\ let 8 renew lha support . . »
. LN
>

..

which

To do otherwise would be “~to,

the Congress' avowed ¢ofice¥n for medical -
e N L4

competitive marﬁcts, ’ ..

‘

s n v © . .

oy

Program  that meetg Lhe needs
- .

~

ten vyears. Such a program needs to have

state and 1o¢cal ‘eontrol ; @ “focus on the

of the delivery System as {t _bégomes lesas

and a participatory process which

Just  Bhe
\ N
N .

.Xo a cap on th'

denial of

- > -

”cor'miderntion

v K

- amount of insurance provided as an’ employoo benefits which 1g

'

tax deductible, then

provided by
departments

-~
signal that

‘ health of our

’ : ) management .

that capabili;y existe,

.‘_ L] ' .
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employers Pnd

shoul!l be axempt,

must

‘ -~
the ]ife style and!’ prevention p‘%qrama
medical

unions oy corporate

“To do s¢ would gsend a clear

' S
the government wlaceg a high value' on the future

residents and recognizes that long teérnm cost
. ' . L]

involve the. prevehtion of illness whenever-

Taking this step would. bs no ‘moye

W
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v radical, and,no less dramatic In {te 1influence. than the
original decision to use tax dcd\ﬁtlons a® a mcnn_s'fo‘

éncouraging the spread Sf medical Insurance jtself
-

¢ X

9. - Ellminate all government subsldies for tobncco'growing and '
R [
praduction. oS ‘
A
« 10. Provide the Prospective Payment Assessment Commission with a

- - N ‘
budget @‘:qudtf to-meey 1ts mandate. That organization must

have a.quniity, depth -and ‘duration commensurate with the ocn]e ,

of the investment it seeks "to protect.

. Ny
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Action - 1965-1990 N - -

starfing next year,' we enter the final- four yeats 1B which 1t will bé
poasible to act before Medicare aelt-dest}ucts. It will bejto all our
1 ’

. \ . b
advantage. {{ Congreas will view this as a"block of time rather than
By . - & ')'" ]
’ b . .
four. se t- years. Camponents of a legislativestrategy should

- . . v .

in¢lude. - .

”,

1. jncrisrxngly- pfro“P,'lncentives for the' states ' to foater
.
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) L
competition and efficient prbviders. .
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3._ Eatablishment ot medlcal llabllivy '(mn)prncticd)

Bystema In  All the states and at the t8deral 1lovel ‘for

Medicare .

“ -
(3

3. Removal oA .state barriers to negotiated care arrangements.

o, . .
4/ Chartering of a public -private technology assessment

ingtitute,

~

L ~ | .

fji. Conduct @& review of all statae maedical

practicea acts that

.

impede compe(ltlon. "
\ -

AL L]

’ 6)» ‘Iﬁcorporating cap¥ta] into the DRGs.

b .
their 1l4ife cycle. No other industry receives a future price
. increase~guarantes for technology, and medicine should not be
0 .. . A .
an exception. .
e N ,” . . .
A P . 1
. 8. pHifile we not ﬁeed another commission % Jnvestigate why
2 . ; .
* * Medicare has problemah we do nded to make the reform of?
.~ 1 [ ~ . .
o Q.ﬂndﬁcara benefits the focus of a national effort. It simply
: »
" makes no sense, eithex cconomlcnlly or -« from a hnﬁlth
. ) )
‘4 ' bctspoctlve. to continue-a program which prétends to mest the
- -heedg of Ahe elderly whllp 1t blatantly ignores th’!r most
* 1 * . ‘
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7. Avo{?lng any percentage’ 'Jncrﬂpse vin DRG rates for new
* - .

technoloqyr *Mlvances must’ be economically efficlent Qver

arbitration
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pressifg bpeeds: ohronic cave., long term oare and social
aervices. We have made progress in changing the economic
principles of Medlicare but have not made the ooncomitant

1 ; »
adjustments to the benefits so they sult user needs rathey

Y
than provider demands. Medicare today, while better than

nothing, * is a cruel hoay for many of the ealderly. A h’nx we

‘can no longer aftord. i ' /

Corrective action must recognize that thg\ elderly are not a

‘tlnola'group. ARs the most cl‘atlvc gerontologists have noted.
3 -
there are at least tHree categorles: the young-old (35-83),

~J
the elderly (6!5~_’Ib). and the aged (786 .and beyond). The:*

categories are arbitrary. ‘some note that the over B4 group s
the sogment that, proportionately, cl)nuumou the most &dicnre

. _— »
resources. No matter. The pbint i1a we must redesign the

program to fit the population of the ‘906 and buyond,r elme

we duarnntee that we will remalp mired In >a morass of rnl'-c

expecgtations. Pinancial waste and reduced access. In sum, 1t
should be a simple Wolce. . ) - "
. ~ . .
8.a, -'Combine,. Medicane parts A and B '
BN . ’ -
* . . as
8.b. Combipne Medicare and Medicald. !
by * R
s » LN
8.c. After holding harmless all thode over 85, means

test MeditAres for those with an indgme over the

e * *
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samae  Jdavel as that uged for Soola Security
3 -

taxation.

Move the eligibility’ age ¢back to ro.?‘log-t the
flnancial and health conditions prevalent In the
xqo’a. a8 opposed to (hnée préaumed prcscuf'ln the
sarly 19608  Set the age Pased on analysis of
future napda‘ not pnsé norme nor Bismarkian
allegtance to a hioloqﬁcal]y MGaninq]eﬂs number.

-

/) - .

~ N . * 7
Eatabliah a health and medical ‘omre TRA with a. e o

designated kinship access provision  for the

*payment of medlical uggenuos after a selected age.

hS S s

LN .
Develop a prevcnﬁ*pn package for Medicare that
beglIns ten years before normmnl Med!lcare
eligibility and ia coat shared by participanta,
™

employers and tha government . .

The entlire mczfal health comp&nent- of Medicare
ﬁobd;l t» be# redesigned to encourage sub-acute
llitien, coping skills and dlreé}_reimburoeme
fér non-physician provlégro who combly with

utilization review ®tandards,

. y )
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9. Spongor a national program (o !ncreas¢ the use of living
s i ' - owlille.
10. Do not renege on the noew houspice program In fact, that

Al
program should be lncr;nned to further encourage the at-home

-~ opttfg.und rospitoe care for kinshlp support.
e

w .
11. Ureatly increase support for reseatrch to dstablish chemical
L]

» safety standards.

2000 and_beyend 2

Your efforts tO0 strtike.a'balance betwaen expendlitures and accews,

landable and necessary as they are, will fall unlesa the

characterjatice of our goclety, our tachnoquy and our place in the
e , . .

world are glven due consideration. I appreciate how hard It is to

adjust political thinking with ite two. four and slx Year boundaries

to long term needs. However, thntuls the dilemma from which leaders

-~
amerge. ~ -

The year 2000 {s no further away than a new baby's junlor year in high

ochool. l.e.. less than three‘termy_ln the U.S, Senate. By then the

major global health issues of water, food dlstribution, nutrition, the

! L3
enyironmnent and hazardous waate will be far more significant for the

‘ U. han they are to?ny. » . . . . 1y
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our \mggf\nl\ have expanded conaiderably beyond our eartt with'untold

‘aalth, conseguonces. Few !f any domest:ic sucinl t1seues will bLe as

heavily impacted by ir incurwions luto space as will human  health.

This hearing 1= ig held on a day when U.8. and Soviet gacientlific

toams ares hard at work hundqun of m!'les above this planet. The
rnrom;st commercial and peaceful usza of the wapace shuttle. and
subgequently of apace stations, is pharmaceutical dovelopmens'
predicn\ad upon otherwiss unattalnable chumical. separations and

~

Interactiona.

4
d?no of the reasons we have today's cost prpbéuma is that, in the past.
we tried to treat medical care as though 1t was isolated from the rest

of our soclial and, eocenomic neads. Rarely have we ever taken a

R
dispassionate, p‘Lhenslvc view of our medical needs. If wWe had

‘ o
don? s0, rewsegarch into tHe prevention and cure of cardiovascular

proﬁlamo would recelive approximately ten times the rescurces as those

devgkod to cancer, yet the reverse 1s true because the cancer lobby

ST-.;g:ti?unterpnrta. It we

had done so, mental health,- deall - HERE with humankind’'s most

has been more effective than their h

'fjntricntc and vital instrument, woula-not be the tlnancinlly weakest
element of medical care. If we had done 80, we would not have based
Medicare on nn‘lcute care hospital model, .much less been surprised at
the rapidly growing older population. '

-
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A strategy for the future cannot afford to tgnore elther these larger
world tssues yor the lsanons from our Jdomestic pn;t. Our family
structure 18 no longer the ngslenr nta}eulypq. the classic famlly
doctor Ir a rarity, everyone wl]l:hnvo Aaccess to thelf medical records
and massive banke of self -care dara via telscommunication . . . at
home medical profassionals will have instant access rd the Jlatest
techniques, best research,. total medical history regardless of where
records may be located, dlagn;ula will be increasingly dependent on
.
electronic lmplﬂnts that warn of pending problems as wall as correctly
pinpolnting the cause of crises, compliance with drub regimens will
not be an issue as time release cupacit? in éxtended to 12 month; and
beyond. These* factors, combined with parts rcplacemaﬁt, elimination
or control of many' emotional Aisorders and the as yet largely untapped
potentidl of dlet and psychologlical control of disease, represent a
worlid that - we will not avold yet are {11 prepared to ehter. Unless
the work we do to nddressi,médicnl care costs in 1084 at least

~

conaildern the future we can guarantee only ons result: more exppnsive

N

problams tﬁnt could have kan avolded or ameliornttd.

a ’ AN
Impact On_Industry . A

L*‘. "r

Throughout the nation, -the cost of providing medical benefits has °

u

captured the attention of business leaders, Recognition grew "in the °

19708 that employers and uhioqs must accept reaponsibility for benefit

~

s

- e

.

\
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designe and lax ﬂuﬂngomdnt which gz)tributod to exceas Inedical
. utillzatlonﬂeug uncontrolled cost increases. RePwaen 1980 and today,

mnjof employers have initiated unprecedanted efforts to correct thelr
* R
share of the problem and bring direct pressure on the otho; components
“n ?
of the medical care financing and delivery system. In these faw

years. more than 100 now purchqrer groups have bLesn formed at the

regional. stats and local levels. wellness programs are the most

. widely supported new employee benefit. increases in cost sharing have

become common reversing a 30 year trend; financlial incentives Yo
By

modify utilization through second opinion, prdrcartiricutxon.
T .

ambulatory surgery. utilization review, hospice care. home care and

HMOs 'hnvq become basic components of plan design: multiple cholce

plans, primary care qax‘{)wrs and ‘negotiated care plans with
P

designated (preferred) ers arve rapidly replacing traditional

Insurance policlies; hospital trustees are learning to ask ,how thelir

v

Institutions can do better with less rather than how large a

h *
Q- contributlion is needed for unwarranted expansion: businsss is

pof§ticnlly active across the couhtry from Massachusetts to California
where seemingly opposite approaches merely subatantiate ‘that Fortune

800 type companlies may think nationally but, they act locally.

-

*
-

" .

All of this activity 1ia complotuly' understandable when 6ne looks a
N '

the stakes involved. For many of ouxr members, coufs have escalated at
rates ranging from 15 to more than 40 percent in each of« the past five
years despite no increases in benefits, fewer employees and more cost
management. The medical benefit has become a major component of total
o ) '
~ . »
. ) -
' &
Y 4 ) . ‘ N .
N * -« . N ’
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»

v compensation. No longer something to be given away and forgotten, the

medical benefit is now saen as. an asget to be jointly managed by
x '
einployee and emplofer.

~ -

Not:gurprlaiﬁqu. these” probleme have been most acute in the . older,
rd »

~

./

mnnuffctubinu, industriea. For them, medical care cost inflation has

8imply exacerba\ed an already complex and dramatic period of déc]ine.

tpe ublilty to compclg-)nter;ationally has been hur(’by eXcess medical

expenditures. Equally important has been the iﬁpac( of cost jncrueseﬂ

oh firms that bulld uVXrythinq from tractors }o the space ghuttle, In

the past year, for the tirst time, I have heard management place the

relative cost of medical care i{nto the equation by which they will

select future plant locations.

-

Small businesses find the cost of insurance so high that nearly half

" do not provide this beanit <~ « . a cost avoldance which shows up on
AL

“ . ' .
govern&lnt budgets.and uncompensated care costs which are shifted to

large employers!

For yéur purposes, these polnts are worth highlighting:
1. Solving the medical care cost problem will not save any
- ) troubled U.S. industry, but not sgolving the prob{fm will

¢ inevitably add companie® to the list of casualties.

’ .
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Shifting costs from public to private payers doe; not reduce
the nation's modlcnl‘blll.
. . +
New govérnment regulations should amphaulzy maximum state
and local flexibility.
|

Those in government who now wurge major companies to "look
out for themsevlves,” fail to recognize the havoc this wayld
cause in countless 1local communities. In many towns,
employers coulé hire their own sﬁccinllstﬂ, build or buy
thelr own t;cxlltlls and leuvq‘thu rest of the community fq'

themsalves, Happlly, we 6ee 1little’ evidence of this

emarging. On the contrary, our Grou- and an increasing

number of the local groups are starting projects to work

with Ehe rqat of th?jr community on _ indigent cure, the
"unﬁnnurnblc;." and the employment problem that will arise
as the_ current hospital system shrinks.  Business Rust
protect ita bottom line and needs no reminders f;bm
government to do 0. But. that bottom line Includes tH

economic and human health of our Ebmmunltjes. We need a

business community that} is progressively agressive'about

cost manigement,,not regrefwsively protectionist,

-

-
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I began by saying we ‘..ﬁod a naw definition of success. ‘Employers

have -a critical)l role to play i{n gathorinq~and dlsaemlnatlﬁg th

Y

l{J}:‘ . . . ; . ) ‘ .'

information which will build that Rew de%lnltlon around efticlency

;;ther than excesas, around self-rellance rather than subserviente to

so-called experts,  around preccntlon rather than cure, around

rehabilitation rather thhn institurtionalization, around health

education vather than medical ignorance. Success must be measured by
, - . .

how-lettlo care we needgnd by the outcomes from that we recelve.

1
That would be a sydtem we could all afford.

~ >

v »

Conclusjon; A Search. for Balance
)

>

Durlng the months ahead tnore.wild be many temptations - to grab for

rnl“olutlons, to embrjce the rhetoric of impagslioned advocates, to

leave political coursge for the next qcncbatioh} We would all be well
-

advised to take a different course, to have a larger visiopn predicafed

.

N A
upon a search for balance. Balance betwaen competition and

regulation, for we will never be a soclety'or only ‘one dlrgct?on.

. -
Neither reprasents perfection, each benefits from the stimulous ot the
L]

.
-

¢ .
‘other. Wise regulatlions can -make competitioniwork -just as surely as

the opposite is also true. -

. , ‘
BalancoJ investment b;\ween medicine” and health, for we will not bve

abl¥® to aftord owr medicni' miracles unless we reduce demand by

inculcating persons of all ages with the ' credo of health promotioh.

’
. 3 . \)
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Balance in the divieion of fesponsibilitly between the public and
private sectore. Employers need to underatand that they cannet avold

x » .
the coata of carp and that all &vandg 1n 010631 ecohomlica, denography

and domestic politice are Increaeing the acope of corporate
* Al

.

responsiblility tor soclal sgryices. Government, on the other hand,

*Joes not improve the overall economy or svkn modlcal aconomlcs by .
A
shifting cosats, {increasing the numbar of perspns wlthdux progrum

eligibllity or decteasing our alxuady mean; comm&tmuwt to hcnlth care

services repeprch.
‘ [ L} . .

PR
o . \

.o . '
Balgnce betwoen rhe‘cxlghncles of moonbmic prwssures and the ethics by
reos .
which the trua value.of a uqcldty“ls naashired. No longer is ethics

the arcane province \of *ncndzzxcs. and philosophers. Death “ with

. L

Algnlty, organ acquisition, rig tv\pilltu and the rationing of 3 new

. - - e Y
technology are now the language of daldy headlines and high school

a

. v

discussions. . ’

- : \
™~

The economic resources we now waste on medical care threaten not Just

-
the competitive viabllity of our *hembers, por only the budgets of
.
countlens State and ‘]ocnl governmentsy Significantly, this waste

threaatens gjb dnnfruc&idn.qi the very industry it now supporti. With
that duntructlon would come an end to America's pre-aminent position
of medlcal excallence ~a ‘drastic reduction in-the enployment of
millions of minority and female workers;’qreatiy increasad rationing

¢ C
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by wealth; and no ‘chance for the jnvestment in prevention that- holde
. »

.

such promise for future geanerations. !
. N

-
a

We. must' work together® to -prcvont this unwanted and 'marrunted N

destpuction. We can have a competitjve asystem whieh rewards cehtears

. o . . .
of efficlent excellence and protscts, through appropriate,

regulation,
N \ , .
the right of access to needad care for all Americans. ) |
Narem N 1
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‘ Senator JeeseN. Thank you, Mr. Goldbeck.
Mr. Hacking. !

STATEMENT OF JAMES HACKING, ASSISTANT LEGISLATIVE COUN-
SEL, AMERICAN ASSOCIATION OF RETIRED PERSONS, ACCOMPA-
NIED BY JACK CHRISTY, LEGISLATIVE REPRESENTATIVE  /

Mr.- Hackina. Thank you, Mr. Chairman. On my Jeft and accom-
- panying e is Mr. Jack Christy, who is one of AARP’s legislative -
representatives, _ .
o are here representing the nvarly 16 million member Asgsociation
of- Rotired Persons. With the statement included in the record, I will
try to keep yy remarks to a minimum. . -
AARP 1s doeply concerned about what is happening in the liealth
carg sector of the economy. If the health care costs, especially hospital -
costs, continue to cséalate at double digit rates as t&m have for so
long, accessible and affordable health care services will cease to be
available to millions of Americans—not just the poor and the elderly,
but also many of the ers and their dependents. o
* The health care ind is one of the*Nation’s larghst and fastest
growing economic Soctofs. In 1982, medical health expenditures
tot,aled%322.4‘ billion. That, as your chart indicates, was roughly 10.5
percent of the Nation's gross mational product. '
~ " The rapid growth in. lealth expenditures has occurred because
“inflation in the health care sector has significantly outpaced general

inflation in the economy for quite some time. Hospital costs are the
* leading factor in the health care cost spiral.

As you can see from our first chart, since 1967, the CPT has -
increased by roughly 198 percent, whereas hospital room rptes
incroased by 520 percent” over the same period® o

Hospital “expenditures are not only rapidly increasing, they are
also the largest component—now approximately 47 percent—of per-

, sonal health care expenditures. _ -
¥ " The tremendous growth in health care expenditures is expected to
‘continue: on- into the future. By 1990, total health spending is_ex-
g‘ected to reach some $758 billion, more than double where-it is today.
he health care cost-escalation trend has serious consequences for the
Federa! budeet. In 1982, ths Federal Govarnment spent $93.2 bHlion
on health. That was $9.5 Hillion more than the vear before and $88 .
billion moreé than in 1962 Clearly the trend in Federal spending for -
health care is creathg gbat upward presspire on the Federal budget
deficits and crowding out other budget priorities. ) .

The most important factor fueling the growth in the health indus-
try has been the expansion of ¢dst-based, third-party reimbursement
through the third party paymetit system. : .

Thu third party payment systein, including both public and private
components, has become the primary mechanism for financing the

. high cost of hospital care. The party payménts now account for ahout
Y 90 percent of all hospital expenditures and almost two-thirds of the
expenditures for physician wervices.  ° . ' ‘

Cost-based third party pavment procedures are inherently inflation-
ary,. Hospitals are generally paid either on the basis of costs or

X cha;kos. Similarly, physicians are paid according to the charges they

.'\37—264_-85*7 98

-
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coatablish for the services they provide. Therefore, the more services
physicians ronder, the more compensation thuy receive. Thus, pro-

" viders are rowarded with more and more income for giving hore

and more care and for requiring more and more costly, technically
so¥histicuted plant and equipment, - ,

n addition, bocause third party reimbursement structure favors
stitutional care, physicians tend to utjlize hospitals which are the .
most expensive component of medical care. " '

Last yeat Congress passed loﬁislation changing thd way medicare
pays for hospital care. While medicare’s move to prospective payment,
or so-called diagnostic-related groupings system, is g step in the right
direction, AARP does not beljeve it wil% be effective 1n controlling sys-
temwide eschlation inhealth care costs. Bécause the DRG system aj:
plics only to metlicare,hospitals can and will shift unrecovered costs to
private payers. Therefore, there will be no or very little net offect com-
pared to the systemwide cost escalgtion. ’ ,

Because medicare is patterhed after the structure of the health care
industyy in general, rapid escalation.in health care costs, particularly
hospita costs, is driving up the costs of the'medicare program. Over
the last 5 years, medicare oxpenditures have incronse(f) at a® average
annual rate of about 18 percent. . )

As our chart 2 indicates, nearly three-quarters of medicare expendi-
tires represent payments to_hospitals, The extraordinary rate of in-
crease in hospital costs is rapidly driving the hospital insurance fund
toward jnsqlvency. The fund trustees roject that the reserves will be
oxhausted by 1991. By 1995, the fllllg is projected to accumulate a-
$162.5 billion defici . -

- Expenditures are.* rapidly rising in-the-supplementary medical
insurance or medicar®part B program, Expenditures for part B were
up to $18 billion in 1983, Threé-quarters of that amount came th[rn
general revenues. The Congressional Budget Office projects that the
share of this Government’s general revenues necessary to finance the
art B program which pays physicians will increase from 8.1 percent
in 1082 to 5.7 percent of general wevenues by 1988. '

Congress and the adminstyation have acted to reduce medicars ex-
penditures over the past few years primarily through the introduction
of higher premiums, deductibles and coinsurance. But these efforts
marely shift costs to the elderly and disabled program beneficiaries and
theso efforts do not, really address the underlying cost escalation prob-
lem. Financial remedies that are specific to medicare will not and can-
not solve medicare’s problems over the long run, nor contribute to a
less cost escalating health care delivery system.

. The most important gtep in moderating the rate of growth_in medi-
caro and total héalth care exnénditures is to control the rate of growth

~ in hospital costs. The only other options are to shift more costs t&bene-

ficiarics and over time deny more ‘people access to these services, or
raise taxes. AARP rejects these two options. . ;

Medicars today provides about 45 percent of the health care ex:
penditures of the elderly. On a per capita basis, the elderly are ex-
pected to spend $1,550 out of pocket this year and that would equal 13
percent of their per capita income whicﬁ would roughly be $10.600.
That 15 percent is the same percentage that the elderly paid for health
care before medicare was implemented. By the year 2000, assuming no

~ ’ - }
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further cutbacks in medicare are enacted, the elderly will have to al-
locato nearly. 89 percent, of their per capita income to meet health care
costs. ’ h

To deal with'the cost escalation problem, AARP recommends that
the ratergf increase in hospital expenditures be limited®to a fixed por-
centago that is reasonably in line with the general inflation rate. The

‘limit once establish¢d should apply to all third party payments to

hospitals. Some six statements have had some moasure of success in
hmiting hospital cost escalgtion by-utilizing mandatory prospective

" budgeting or rate review progwrams. 1t should be clear from our last

chart. _ .

In 1982, these mandatory review States limited increases in hospital
costs to 1.8 percent, whi{e in all other unregulated States hospital
costs imncreased 16.3 percent., - . :

Now given this experience, AARP supports the enactment of
Federal legistation which would encourage or force the State to estab-
lish mandatory hospital pate review comimssions to. assure that in-
creases in payments to hospitals do not exceed the national limit.

“As for physicians, AAR}" fayors a prospective pricing approach to
physician payments.”We supporttYimely enactment of this concept with
actual implementation occurring after adequate considdyation of the
npi)ropriate prospective payment method’ol(:igy-

n addition to controlling -hospital and physician expenditures,
AARP Dbelieves that Hmits must t\stablishedyto control excessive
growth of medical facilities and technology and health professionals.’

Over the long run, AARP bolieves that regulation should gexsulually
ﬁive way to thé development of more market-oriented health' care
deliverytsystems. Competing forms of care delivery such- as health
maintenance and preferred providqr%rganizat.i'o_ns, small clinics, and
ambulatory health care facilitiesgf all kinds should be encouraged
to the extent possible. Again, T must emphasize, in the short term, that
across-the-board approach that limits the rate of increase in both los-
pital and physician expenditures for all third-party gayers is requited
to slow %he rate of growth in hospital costs and ensure a more stable,
affordable health-care delivery system. .

That concludes my remarks, Mr, Chairman. Thank you.

[The prepared statement of Mr. Hacking follows:]
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Thank yO\;, Mr. C‘hairmnn, for the opportunity to share with this
Committge the Americ;n Amsociation of Rnt\lved Persons' [(AARP) deep
concern about, what_ is happening in the health care sectoy of the - ~ :
QCOnOlI\);. The persistence of dquble-digit cost-escalation in the‘
health care markntplac:e hds placed an 1ncreanir;q burden on health cat’e
consumers, both young and old alhike. The Medicare proqram ie {in.
‘]eopardy ag well aa/ comprehensive cove'm\;elunder private insurance .
! pln)is. Because health care cost escalation is not a new phenomenon,
some have become anesthetized to the short and long range consequencas
of this trend. AARP has not; wd recoqn.ize that {f healwh ca_r/e eosts,
especially hospital costs, continue to escalate as they have,
accessible and affcrdable health care services will cease to be
available to millions of .Americans——not just the poor, but the oelderly
and mil lions of workers and their dopendonts, too.
AARP comhends this Committee's 1eadersh1p in exploring this '
ditticqlt and politically u'ansitlvc issue. The \Qsociation"a
testtmohy today will conBider four principal issue areas: - .

. N

) 1. the growing problem in the health care marketplace; ‘ b

2. the 1mpace" of cost escalation on Medicare and prlvilto healt{l

. ihsurante;

v : 1
»
3

"3. .the 'hiqh out-of-pocket costs the e)derly must pay for health
carey and . .

4. MRP's policy pﬁaals to fashion a mopeyrational, less cost

escalating health care syséem over the shorf and long term.

. -
»
~ . -
. h z . v
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.GF}(NTHw IN THE HEALTH CARE SECTOR
The health carn'}ndunt:y_is oge of the nation's largest and
tugtcst growing economiolsectora, Detweén 1967 and 1982, total
national health expenditures increased sevenfold from $51.3 billion to
$322.4 billion--that is a spending rate of ovar $§1 billlon ber dny.l
Health care spending has also been taking a larger-ﬁhare of the

nation’s total renources——rl&ing from 6.4y of GNﬁ‘ln 1967 to 10.5% ‘n

‘1982, :
9 - . )
This rapid growth in health expendituunes has eogcurced because

L inflation in the health care sector has significantly outpaced general

inflation in the economy for quite some time. Hoapital costs are the

]eaalnq factor in khe htalth care cost spiral. Since 1967, the

_ general (all ltemi) CPI has increased by 198%, whereas hospital room
rates have increased by 520 percent, about two andhone-half times ’
greater than the increase ln'the general CPI (Chart 1). Although not
quite as dramatic as the rate of hospital cost increases, physiclann’

fees have also significantly outpaced the increase in the general cpr.’

Since 1967, the physician fee CPI has increased by 252%.
{aHonpltnl expenditures are not only rapicdly increasing, they a;e
also 'the largest component of personal health caré expenditures.

Hospital expenditures have grown from $13.9 billion in 1965, equalling”
v

.
.

/39\ of all personal health care expenditures that year to $135.5

A

) , - .

)
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billion in 1983, equalling'47\ of pdYPonal health care expenditures .g

Despite the sharp decline in inflation gince January 1963, ‘h

’

care costs have continued to escalate at unaccuptable’rutes. In 1983,
R » : .

general prices increased by only 3.2% whereas medical prices increased
by 8.7% or pore than éwice as fast. Hospital room rates continued to
be the ieading factor in healtq care 1nf1$tion.b In 1983, hoapitgl
room rates rose 11.3%, a rate of increase more than three times
greater than the ljnc:mme' in the general CPI. # )
The tremendous grgwth in health care expenditures is expectdd to-
continue in the future. Onless the current health care finaﬁéfhg and
delivery system is changed, by 19530, total health gpending will reach
$757.9 billion, more thah doﬁble;what it is today. Even with the
ona;iment of the Medicare prospect!ve payméht sysgém; hospituf o;tlays
under Medicare Part A will increase by 11.5% a yeaf between 1985 and
1995. Of this projected increase, 7% is attributed to the increasing
price of hospital care, 2% is attributed tq increhsed admissions, 1.;\
is attrib&ted to changes in medical practice, and onf; 1 1;
attributed Ao the dncrease in the gize of the eligible population.
The health care inflationary trend has serious consequences for
the federal budget, In 1982, the federal government spent $93.2
billion on health, $§.5'b11110n more than the year before, and $87.7
billion more than in 19¢5. Federal health expenditures (tied as they
are to privat; gector prices for hgtith care gervices), if left
unchecked, will coﬁiipue to escalate to over $231.6 billion in 1990,
egualling more than 30% of all exponditure"for health care in that
Year. Clearly, the trend in tederp{’ipending for health care is

creating upward pressure on federal budget _deficits and crowding out

.
‘

-
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other budgetary priorities.

’

’
FACTORS CAUSING RAPID GBOZTH IN THE HUEALTH CARE SECTOR

The* most impogtnnt factor fueling the growth yn the health

industry has been the expansion of cost-based, thidd-party v

,feimbursement. The third party payment system had \ts inception

.

during the Depression. At that time insurance plans \ere developed to
relmpurse for h?apitnl‘chnrgcs. ‘plads were designed in this manner
to ennblc-hoapltqlg to remain financially solvent during times when
lncrenninq‘unemplyment and decreasing w;?en made it difficult for
worke;s to bay for unexpeéted hospital stays. The proviéién.or health
ingurance protection, patteEPed after these early hospital insurance
plans, grew during the 1940s and 19503 in reasponse to several factors,
1ncldd1ng:
1. the exclusion of health insurance from World War II wage
controls; . N ’ v
. 2. the inclusion of hcnlcg-insurnnce benef#ts as compensatjon in
the collective bargalning prooess; and , )
3. the favorable tax treatment of employer—-paid health insurance
) .premiuns. T

Y

.
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Conoeguencly, third-party reiiburacment became the widespread

mechanism to finance the_hlgh rost gt hospital carte. .
. Even before Medicare, hospital }oats had demonstrated ;
pronounced tendo&cy to rige at -rates higher than prices in g&naral. ' -
Between 1950 and 1965, the CPI showed an increase in the coats of .
semi-private hospital rooms of 2 1/2 times, whereas the ghneral level
» of pticea tose:over the same pctlod only by one- third. The adoption -
of third-party payment p:ocgdureu by the gov§?hment throuqh Hedicare \
and Medicaid only made matters worse . '
Third-party payments now accountstor over two-thirds of all '._‘

personal hcalth care expenditures, about 30V of a1l hospital ’ . ‘

. expcndituresﬁ ahd almoet two-thirds of the expenditures for physician
- . \ N 1

services.
Cost~based, third-padty payment procedures are inherently
intfationary. Hospitals are generally paid either on the basis of .
. !coate {what “the hospital spends to provide goods and ser{ices) or
- chargee (the amount a hospital bills tdr the goods and services it
- provides). As a result, there is na incentlve to restrain spending.
since more 8pending peans greater revenues. Similarly, physicians are
paid accordinglto the éhargce they establish fo! provided services.
Therefore, the more services physiclans r?nder,lthe more compensation
they teqfive. Moreover, unlike pﬁrchasing other goods andveervices,
physicians, rather than consumc}a, determine both the quantity and
prices of services renderéd, including the necessity ;t a hospital
admisesion and ;here it will take place: The consymer plays virtuaily
no role in this process. Inastead, provicders are rewarded with more :

and more income tor*giﬁing more and more tare, and for acquixring more

v ——

o
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and more costly, tec

whether or not such
ldditlon, because re

J Ooverutilize hospital

Ve

102

hnically sophisticated plant and equipment,

4 .
activities are necessary\or benaflcial. In
imbureement favors - 1nst1tut10nal'§9re, physicians

0y

8, the mdst expensive component of medical care.

In 1981, Congress passed legislation to change the way Medicare .

pays for hoapital ca

inherent in traditio

newly Created DRG pa
£ pre-determined price’
i prospective payment
questions its effect
health care costs.
hoapitals can charge

lost Medicare revenu

pPaying these costs 1§

yearly rate of increase in DRG payments remains tied to a system-wide '

measure of hospital

are not constrained,
remains inflated, dr
if there were system
DRG plyment system d

aiggificantly to hos

ERIC

P

re in an attem?t to alter inflationary incentives
nal third-party payment procedurev Under the\
ymént system, Medicare will pay hogpitals a

for each hospjital stay. whlla Medlehre 8 move to
15 a step in the right direction, AARP ncrioealy
iveness in comtrolling system-Aide escalation in
Because the DRG system applies only to Medicare

higher rates to private payors in order to reg
e8. Total costs gemfain the snéiy the burden of
s just shifted among payors. In addition, the ,
inflation. To the extent that system-wide costs

the system-wide measure of hospital inflation
iving up Medicare costs beyond what they would be
-wide constraintg on hospital costs. \-glnally, the
Oes not address other factors which contribute

pital costs such as increased utilization.

v

1

-
<

(

—

0y



’n

O

ERIC -

Aruitoxt provided by Eic

108" R

Govornmc;t hae encouraged ‘the growth of.the third-party
reimbursement through {te tax laws. Both employer and employee haslth
ineurance prcﬁlum payments are qxcluded from taxable income.’ écvonuc
loet to the U.S. Treasury as & reeult of this exclusion totaled

+

approximately $16.6 billion in PY 1962. In addition to this health o
\ .
insurance subsidy, Blue Ctoss/Blue Shield plans have been tax-exempt,

-

in moaf stater.

Govgrnment subsidies to 1ncrease the supply of medical services
have also 1nf1ucnced the rate of qtowth 4in health spending. uoapltal
c:panllon has been stimulated by the' H*‘l Burton'brogrgm, the tax
cxemptlon of hespital constrpction bonds, and the grcatly liberalized
bullnoal dcpreclatlon schedyles contained in the Y98l Economlc
Recovery Tax Act. _Connttuction expenditures for medical faclilitiles
which totaled §7.5 billion in 1981 are expected to reach $11.5 billion
in 1985 ;nd §17 billion in 19?0: Thf aupély of health professionals
has been stimulated by billionn of dollars in federal apending for
health education and tpalniné. *

Advand(é in medicai technology have also created pressures which
increase costs. New technology and high-~cost therapies often redulrp
ouptial acqulsitloqé which are in and of themselves costly. New )
technologl.e& also require the addition of highly opeciallud
personnel. In Addlbton, thpltala in a single community oft¥&n
duplicate these hlgh speciali»®d and e{penalvc serviQes, leading to

~

underutilization and 1no£t1clency._ . .

1
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) © THE IMPACT OF RISING HEALTM CARE COSTS ON MEDTCARE ARE PRIVATE HEALTH-
- * 7 INSURANCE ° . y

-~

v

" The most - 1mportant health care program serving the clderly is
Hedicate., There is no doubt that the enactment ot Hedicure in 1965
has greatly 1ncreaaed‘the access of “the elderly to health care.

However, continu:d high r&@@u of health care inflation threaten to

~

- «
deteat the access originally gained. . ;

. Becauae Medicare is. pattern?d after the structure of the health

‘ care industry in general,_rapid esca]ation in health care cogts,
b pacticularly hospital cosbs, is drfving up the costs of Hedlcare
Over the last fpive yegrs, Medicare expenditures have 1nctéased at an'hn
i average rate of. 18% per year. In FY 1983, Hedicare expenditures
totaled $56.9 billion, up 12.7% since ;‘Y 1982. )

With nearly thrde quarters of MediCare expenditures spent on
hospital care .(Chart 2), rising hospital costs, combined‘gith othey
a&verse.economic circumstances, are taking their toll oﬁ'the ;oapital
Insurance (HI) Trust Fund (Part A), the main social Security trust

fund financing Medicare. The HX Pund's_Truatees'project that the

. Fund's reserves will be exhausted by 1991 and ‘that the fund will never

regain solvency over thé-entire 2% year pr01pction od. By 1995,
the (HI) Fund. 18 projected to accumulate $162. Tion defictt.
(This assumes that the rgpte of increase in DRG pa ) will remain at
[ 4 |
[ - L .
) . .
. - .
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How the Medicare Dollar Is Spent

1982 Total Medicare: Expenditures:
1 $50.5 Billion - '
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hoapitnl market baskaqt plla’pn. Percentage point after Octobe'r 1, 1985 .
eyen q¥nﬁh that nmount ot 1ncreaso is 0n1y mandnted by law through

1985, Attcr Octobcr 1, 1985V the Secretary of Henlth and NHuman

Sorvlccn has the dlacretion to detetmine the ‘yearly rate of 1nyroxne s
in DRG payments. )

Although tha chy of the Rudlcaro shortfall is in the RI fund,
cxpcnstUrea arofqlﬁo rnpldly rising ¥n the Supplementary Medical
anprnncc (BHI) Fund (Parw-as 8ince 1967, fiscal year expendlturen
for Part B haye incpgated from ‘less than $Y billion to more thnn 418/
bllllon in 1383. Because threc fourths of part & 4g tlnnnced by -
qon‘ral .revenues, %: is not in danqer of bankruptcy. However, the
projoctcd growth of SMI is algnltlcantly higher than the growth in
general r‘#ﬁnuca Tha Congressional Budget Office projects that o
general revenue contributions te SMI must increase about 174 per yvear
to finance growth in the Part B program. To meet Part'p'g anticipated
demand, Cpo projects that the share ot general revenues hecessary to
finance the gMI Trust Fund will increase from 3.1v to 5,7% between
1982 and 1988. ’ .

Riding health costs are A Berious problem, not just for
government health progruma like ;edicare, but also for the 5r1vate
sector. Since 1965, there has been aignltlcant growth in private
expenditures for health insurance Coverage. Growth in premium income
of all private 1naur1ng organizatlons‘;aa heen particularly rapid
since 1975 In 1975, premlums paid for private health insurance
totalled 836 9 bllllon. By 1981, this amount hadjgrovn to $84.8
billion, ; 130% increase in just six years. HMost of these

expenditures represent employer-paid health insurance ‘premiums. The

3
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rising costs of this coverage can lowar wages for workers, nnd/or
cause highetr prices for gooda and Bc:vican. For oxample, Chryul-r
recently estimated that its §373 mllllon annual health insurance bill
foryita workers is adding 3600 to the price of every car 1Y
'mlnutlctutol.

Anxious to reduce the rate of increase in spending for Medicare,

4 ) Congress and «the Administration have drastically cut Hedlcare

expenditures ovef the past three fiscal years, cutting $26 blllion . .-
through FY 1986. Thls year Congresg and the Administration are nqalﬂ

seeking between $4 and $9 bl}llon in addltlonal Medicare cuts. This

- incremental di-mantlinq of Madicarte through the introduction of higher

M ‘ ptemiunms, deductlbles and similar measutres that merely shift costs to

* beneficiacies does not address the underlying problems in the\plogrmnl
and ﬁhoretq[c hqa 1ittle impact on the escnlaéion of tosts sn Medicare
or in the health care a;ctor. It should be clearly understood that
extraordinary inflation in the health care delivery system is the raaﬁl'
cause of Medicarte financial hl!tlcultlea. not vice versa. Flnantcial
remedies that are specific to Medicare will not and cannot solve
Medicare' -,problems over the long run, nor contribute tg a healthier
dollyorf system in general.

The' most important step in moderating Medicare and total health .

.. expenditures is to control the rate of growth in hospital costs.

without stable hospital costs: R

M o 4
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‘National health expenditures will conttnue to ascalate beyond

reasony ’

‘the QI Tryst Fund will continde to deteriorate;

‘employers will be ‘required to pay higher health lﬁsuxnnce
premiums ;hiép ;111, in time, be pasned bnckwnrd.onto wo:igra
in the form of lower wage gains or passed forward to consumers
in the form of higher prices for 9oods and services; and E

*all health care consumers, including the elderly, will pay

higher opt-of-~pocket costs for health care.

THE ELDERLY ARE THE MOST "00ST CONSCIOUS HEALTH CARE CONSUMERS IN THIS
: a
COUNTRY

Most of the current proposnls to reduce spending in Medicare nre

°

based on the" notion that the elderly are not’health cost conscious—-
that they are dbmchoV{insulatod\nrHedlcnre from the ‘true"cost of
health care. Because of this insulation, so the theory goes, the
clderly}ﬁisusc or ovcruueQ}he system ,and thereby increase Medicaseé
costs. AARP rejects this theoryx . !

The elderly are the most cost conscious heal th care consumers in

_this country.” They have to be. Medicare's contribution, as a

>

W

O

ERIC
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percentage of the total health care expenditur:s of the elderly, only
equals about 45%. The sad rgallty-isz the higher the cost of
Medicare, the less beneficlaries are getting from it.

OQut-of-pocket payments borne by.aged Medicare beneticiaries have
outpaced the qrowth in elderly incomes. As a result, thé elderly have

beén spending an 1nc:eaalng share of thelr mean per capita indome in

order to meet their health needs. Persons “aged 65 and over paid

{
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roughly 8700 out-of-pocket por\capltn for me 1éal,exponsen in 1977.

By 1984, according to conservative estimated, this amount is expect ed

to

annual mean per capita income of the aged ($10,615), the same

increase by over 1208 to $1550 per capita, equalling 15V of the

.

pﬂrc'hthe as thc eldexrly paid tof healtir caxe before Medicare was
L4

ful

ly implemented. This deterioratio® in Medicare's protection is
' /

expected to continue. ﬁy the year 20007 assuming-<no further cutbacks

in Medicare are enacted, almost 20% of elderly per capita incokhe is
. t .

pto

eld

sub

jected to be consumed by health care expenditures (Chart 3).

. [

< ’ N .
- . BENEFICIARY OUT-OF-POCKET COSTS _
personal liability for the comt of health care provided to the "
erly derives from a number of sources, all of which have been

ject to significant lncreages over the past several years. The

elderly pay dl}ectiy for the following:

&

<

1.  peductibles uhder Parts A_and Bi
The Part A deductible has increased from $104.00 in 1976 to

§356.00 in 1984, an increnne-ot 242% over the past eight
) _ Years. The annual Part B deductible has increased from
£ $60.00 in 1980 to $75.00 in 1983, an increase of 5%,
2. colnsurance (Part Blx ’

Actual per capita coinsurange charges born? personally by

..
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ANNUAL HEALTH CARE PAYMENTS
MADE BY YHE AGED o

-

“~

1

i

~ Per Aged Payments as a ..
. Person Percent of Income

1946 (Pre-Medicare) $300 1:";% '.
A 4
- i
1977 $698 12% C
" 1984 . $4198 14% ﬁ
‘ - ;

1984 $1550 15% F
1989 ° $2208. 16% :
1993 $26892 17% 3
2000 $4637 19% !
. 3,

0
3

ott
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2.  folinmuxance (Part B):
. Actual per capita coinsurance charges horne personally by
the elderly increased by )45y between 1972 and 1982.
3. Coat~sharing (Parts A_and_B) 1
3 In 1981, out-of-pockets payments for deductible aid

coin-dranco liability associated with both parts of

-

W Medlicare totallcd‘ss I3 bllllon, a 1668 increase 'in auch

' out-of-pocket payments since 1976. '

4. chnanh:3dnu:innn“nn.unauninnndwclnlmn ti.e., the difference
bctvccn the Medicare allow:d' charge and the nctual chqrw&

by the physician for whlth the beneficiary is peraonaily

-

liable): : ' .
Between 1977 and 1982, the total dollar amo®ht of 'ch&rqe
teductiong? Ased on to elderly Medicare beneficiaries
Jumped from ®h million to $2 billion, an increase of 19by
over a five~year period. Approximately 46 percent of all
bact B claims submitted to Medfcare for refimbursement at
this time are "unsssigned," compared to an over-50% non
assignment rate in 1977. Novertheleaa, beneficiary 1lia
bility for "unaseigned” claims han‘;ncreasad dramatically
over th; past five y;ara even though the number of claims
paid on assignment has increased guring the same period.

3. MNon-coversd services:
’ ‘Agcq Medicare beneficiari€s are personally liable for a

’ -

llgnlfiEant number of critical non-covered sarvices and

products--including dental services, dentures, prescription

fdrugs, eye glasses, hearing aids, etc.--for which they paid
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» about $¥ billion out:ot-pocké* in 1981, a 79% increase in"-

~
their out~-of-pocket liability t?L'nuch produtts and services

since 1977. { - ‘
. 6.  Coinmurance for Skilled nursing. home care an charaes for
all ICF cage: . - -

Approximately half of all nursing home expendl&ures made on

r on behalf of the aged {n 1981 were financed diractly by out-
of-pocket thyments. as HCER researchers have noted: “Even
if other sources comprised half of the tqtal payments, the
average out-of-pocket expenditure for brivate-pnylnq
patients would etill be over $1p0 per veek.;
7. SMI (Rart B) premiuma; o
Out-oftpocket premium payments by the elderly for Medicare
Part B coverage totalled $86.40 annually in 1977 as compared
with a current anAEEi/figure of §17%9.20, a 103% increase in
SMI premium payments by the elderly over the past sevén
years. ° ' "
8. Rrivate Health ‘Insurance Premiums: /

A;proximately two-thirds of aged Mediocare beneficlaries are

)
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~;ﬁtt1c1ently concorned“ubovt the gaps in Medigage coverage
* ! to purchase private health insurance policies designed to
4 . nupplimcnt medical expenaeu.‘lgurrentiyi Yov option private
insurance .plane cost aged HcdlcarQ'bonctldlarlca approxi-
ﬁatcly 5239 per vYear, while high option plang can exceed
$800 per year. These flgures compare with an annual private
a lnaur;;ce premium rate of $90 just five years adb.‘ Finally,
there is evtd;nce to suggest that fewer and fewer of the
elde¥ly are f£1{ / cially able to retain such supplemental
pollcleslonce they are pufchnsed, Blue Cross/Blue Shield of
rloélda has receﬁtly polpt;d out that the ’pcrslstéhcy rate”
(i.e., the percentage of those aged beneficiaries who had
coverage at the begimning of the y?ar anq continue tp have
coveragg at the end of the yegr) has dropped from 93.3% in

. 1978 to 86.9% in 1982.

A NATIONAL COST CONTAINMENT STRATEGY

AARP advocates a systeﬁ—wlde approach to restrain the rate of
increase in toéal bealth care spending. Cost containment proposals

limited solely to Medicare (e.g., benefit reductions or changes in

Medicare's relgbﬁrbement method, such as the_ne&]y enacted DRG payment

‘Pystem) encourage providers tq shift costs to non-Hedﬁcafe, prlvaée

pay pathﬁtl a&d therefore do little to reduce the overall rate of
increase in hoipltal and health care costs, Such "solutions"™ accept
the ‘rapid increases in hospital and health care- costs as_a given and

merely shift the cost burden among'payors. Channeling ever more

L d .
resources into a cost~inflateqQ system, either by requiring Medicare

-
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beneficiaries to pay more 9r by adding more revenue raised through
taxss, vill not solve the problem of rapidly rising healtbh care dosts.
In the, short termM AARP recommends that the rate Of increase in
bonpltq&,,xponditurea be 11mitod to a fixed percentage that is
fonlo;asly in line with tho general inflation rate. The limit vnce
establishéd qhould‘Lpply to all third pacty payments to hospitals.

L g
{5ix states (Massachusetts, Connecticut, New York, New Jersey, Maryland

and anhinqton) have Qad some measure of success in 11m1ting~hospl\a1 ’

cost escalation by utilizing mandatory prospective budgeting and/or
rate review programs. As a result, increanea in hospital
coste in these six -tates)havo ﬁ?nslatently averaged three to four

L

percentage points less each year than In other stat®s. In 1982,_the
mandatory review staten limited increases in hospital costs tg 10.8%,
while all other states experienced hospital 'cost increases of

16.3% (Chart ).

The experience in these six states demonstrates that hospitul
tosts can be aignlticantly restrained by regulatory action. The
Association supports the enactment of federal legislation that would
encour age or torqe the states to establish mandatory hoapital rate «
review commiaaionﬂ to a%lpre that inoreases,in payments to hoapitala(

do not exceed the natiqnalyllmit and also to control the growth and

expanaion of hospital !acﬂﬂitiea.

.

¢
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As for physicians, they have steadily increased their fees at rates in

_excess of the general rate of inflation for years, thus demonstrating

an.ability to maintain targeted income levels. Physicians, like
hospitals, must begim to share more of the financial risk created by
modern, high technology medicin?. Thus, policy makers mus seriously
consider .a prospective pricing approach to physician payments. AARP
i8 not committed at this time to any barglcular me thod of establibﬁlng
a prospective payment system for physician, We support timely
engctment of the concept with actual implementation occuring after
adequate consideration of the appropriate prospective payment
methodology.

In addition to controlling hoapital and physician_expenditures,
AARP believes that limits must be established to control excessive
growth of medical facilities and health protessionals.’ To help remove
the economic incentives which have caused explosive growth %n the
supply of medical services, the Rssociation recommends the following
steps: .

1. 1limit tax breaks that prohote the excessive.expansion of con-
ventional medical facilities, particularly hospitals, such as
. over-generous depreciation deductions when hospitals/nursing

homes are sold; .

2, change tax laws to cause employers and private lhird-party

payors to resist health provider cost escalakion;

3. make health/medical insurance corporations subject to (;;

antitrust laws by repealing any state or tgderal antitrust

exemptions; and
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4. subsidize the trixnipq of only those health professionals ‘whe
agree to work in medically underserved ateas, and provide

- . _
incentive grants to health.pgofession schools to encourage

training and curriculum develdpment in geriatrics.
Ovec the 10ng run, AARP Believes that regulation shouldwgradually

b give w3y to the development of more market-oriented health care
delivery systems. Health care delivery should be restructured to
expand the*supply 6( ngeded services that :epresenf legs costly
altcrn;;ivel to honpirulsland nursi‘y homes. ~ Competfng forms of carte
dolivory luch as health maintenance and preterrod provider , ',
orqanization (anl and PpOs), lmakl clinics, and ambulatory health
care facilities of all kinds should be encouraged to the axtent
Gredter u-ébshould also be made of paramedichllirrsonnel

possible,
especially {¥ underserved rural and inner-city areas, and in such
-t

.

LY

-

{for example, geriatric nurse practitioners and-phxsician assistants)
' ’

k]

e

B,

neglected institutional settings 'as nursing fomes.

¢
CONCLUSION
. pil
o8t containment is the most important domestic
An across-the-board approach that

i

Health Care
ot policy issuyé~facing this nation.
11m1‘3 thq rate of increase in both‘!osgltal and physician
gxpenditures for all third-party payors is required to slow costs and
ensure a stable, affordable health care dol}very system

o
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Senafor Jeesun. Thenk you. I thank all three of you for very excél-
lent testimeny and I-would like to start off by asking a common ques-
tiori and have all three of you respond. ° -

How do you feel about the proposal that was made here earlier

is morning during Mr, ‘Calitano’s testimony with regard to the
formation or a National Commission on Health Policy

Mr, Hacxina. Mr. Chairman, AARP does not favor the idea of a
commission, given our experience with the Social Security Commis-
sion. While T know that the package that the Socialxsecurity Comunis-
sion assembled and delivered to Congress last year was haied as a bi-
gartisan compromise, our organization did not feel then nor do we

_ fedl now that- what the Commission présented to the Congress and

"what the Congress enacted represented the best possible ‘solution to
thmroblems in the Social Security cash benefit area.

at was worse was that much of that package that was put to-

gether'by the Commission was fashioned by a small group of Com-
mission meghbers acting in private and out of the public view with-
out any access given to outside groups that had an intevest, such
as our own organization, . ~ : ’

However, we felt that once the package was assembled and then
was introduced into the legislative piocess herey thefe would at least
be an opportunity for us as an organization to try to influence-the
package, get sonte significant changes made in order to improve it.

What we were hoping was that, on balance, we would be able to say
that we could support it. What we found instead was that in the legis-
lative process on Capitol Hill there was no opportunity to make any
changes whdtsoever in that package. No changes were going to be
allowed and we were'told that time and again and we went from bffice
to office on the House side and the Senate side.

So from our organization’s Foint of view, the Congress abdicated
its responsibility to shape public policy and delegated that responsi-

-bility to a small group of people, some of whom are not even elected
members of this body, and that we do not think the way public policy

- should be shaped. " ' » ° :

- We would ﬁzpe that in dealing with the medicare problem and the
more general problem of cost escalation, that the Congress would face
up to the problem itself and handle the issue. After all, much of the
plzoblem has to do-with the.way the Government has structured the
mcentives in the health care marketplace through the tax laws and
through direct and indirect subsidies to promote the gtowth and ex-
{nmsion ofythird-party payment system and promote the expansion of

he supply of hospital facilities and medical personnel. -
Senator Jeesen. Mr. Goldbeck. - . ‘ -
Mr. Gorperck. T think there's good regson to be concerned about

" whether or not & commission would produce & viable solution and

~ if it wasg looked to from the standpoint of go away for a year and

‘come back with the answer, I think that would be a mistake both
jn;ﬁ-actical and political Terms as well. _

o rate of change in health care systems today stggests that

.there’s more going on than can probably be grappled with within &
year and’ also suggests that there isnt a simplistic list of sort of
policy oriented answers that somebody is going to come up-with to
resolve all our health care problems in this country. -

- . "
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On the other hand, providing a aational forum for an ongoing
focus on health policy. 1ssues gould be a very beneficial smg as long
a8 we woren't too overly anticipating the finality of the butcome.
o And in that sense, we could certainly support.the creation of such
an endeavor. "’

I think that what he was referring to in terms of a commission to
help develop a national health policy is an interesting set of termi-
nology because, of course, hefith policy is not a law nor doces & policy
oquate necessarily to legislative response. Witness the fact that we
have one social service oriented national policy in America, which

. is in the housing area, where we have had since 1949 and then roiter-
ated—and I'm sorry to tell you I can’t remembey—in either 1968 or
1969, a national housing policy that said that every Aerican is
entitled to honsing in the following condition and it specifies it right
down to toilets. It is a brief, yet rather detailed specification of what

. our housing policy is.

Yot only_2§, percent of the people in the United States who are
eligible for ‘public housing are receiving public housing. The fact
that, there was & policy had virtually no unyact on the subsequent
legislation or private sectgr endeavors. So the mere creation of a
policy” doesn’t produce a solution, but the exercise, I would posit to
you, could be very valuable. ' ‘ :

Senator Jersen. Mrs. White.

Mrs. Wrrre. As you know, I speak for a conservative organization .
and when I speak this morning to give you that particutar answer _
it will be more personal. I think nlﬁ of us understand that commis-
sions and studies can, bo quite expensive and again speaking from the
grassroots organization, we do not feel that there’s any better place ’ . -
to get the answer, to provide the study, to get the information or |
whatever is nceded, than through and from our:Congressmen and --

- Senators who we eclect and send. to Washington. Wo feel that they
are more concerned about the individuals, all of their constituents,
regardless of their age and regattless of their physical and financial
conditions, and we would be prone to continue to lean in that direction.

Agnin, as I say, not only are we conservative, but we are willing

- to cooperate and compromise in whatever is best for the people. And
we Tegoghizo that therd’s no bigger issue right now facing the Ameri-
.can public than that of the health problems that we see in the future

’ ‘and in the immediate future, as thess gentlemen have stated and

whose who preceded us. so we would do whatever we could to support

ANy cause t%at would help to eliminate any of these problems and

work toward a more.positive health program. [Thank you. N

Sengtor Jersen. Thank you. There's no question about where any

. . one of the'three of you stand on that.issne. I appreciate that.

. Mr. Hacking, we heard testimony earlier which indicated that in-at
’ least one country health cave is being rationed with respect to the
olderly. Great Britain cortainly denies certain procedures-gimply be-

. cause they have gotten older. A bit closer to home, we've heard state-

' . ments to the effect that the elderly have a responsibility for certain
types of medical care. Frankly, I find this thinking disturbing and I

o wonder if you could tell us what, in terms of your associstion, you think

about this development. -
. - _ : - N
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Mr. Haorine, Well, Mr. Chairman, care in this country today is
already being rationed and T guess our organization is very much
afraid that as the medicaid prices build and the Congress proceeds to

! deal with it, Congress may end up dealing with it by making very largoe

shifts of costs onto medicaid beneficiaries, shifts so largo that a very
large increasing share of the elderly population will simply be pre-
cluded from entering hospitals and other medical facilities.

Therefore, it will be the poor and the relatively low income who over |
time, if our system continues as 18, who will be precluded from access
to care. o in that sensp the rationing which has already begun will
just con®ue and we will end up at some point in the future—in the
not too distant future—with a highly technically sophisticated medi-
cal system that is able to provide care only for the well-to-do or those
who have very ‘expensive insurance, and that is not going to be the .
elderly population cnerally,

Senator Jersen. Well, you're advocating greater regulation in the
medical area. ‘ '

Mr. Hacking. In the short term: :

Scnator Jersen. Well, it scems thero are some who bolieve that the
regulation of Great Britain has had hus contributed to some of the
problems in the rationing of health care, If you remove any incentive
on the part of the providers, do you discourage people from enterin
the field and you also discourage improvements in technology, an
wouldn’t it be {)etter, as somne of the witnesses suggested, to ref)?moro
on the market to control the costs rather than regulations so we don’t
lose the drive for research and improvements in the area ¢ :

Mr. Hacxina, As I said in my statement, over the long term, the
association does support a move away from regulation and toward

“these kinds of market-oriented approaches for delivering care., We
think that the health maintonance organizations have a great deal of
promise, as do prefarred provider organizations,

The problem is that the cost escalation problem is at hand now.
Medicare’s impending insolvency is not too far down the road. We have
to do something that is going to be offective now to dampen the rate

- of escalation of hogpital costs and the only thing that we can reach
for in the short term is strict across-the-board regulatory mechahism
that ap{)lies to all third-party payers. If we don’t get some relief ¥rom
hospital cost'escalation, wo’re never going to got to the point of seeing
enough resources channeled to promot.these kinds of more market-
oriented meang of delivering care that could in the lorig term have the
zame cost-dampening effect that regulation in the short term should

ave. :

So wo are not saying that we want regulation and that should be it

+ forever, -

Senator Jersen. OK. Do you feel that hospital cost containment is

singularly the most important factor that we must get at immediately ¢
r. Hacking. I'm afraid so. In the short terin, yes: -
-Senator JepseN. Thank you. Do you have any comment on that, Mr.
Goldbeck { :

" Mr. Gorpeeck. Yes. T think that the concerns you just heard ex-
pressed are very legitimate. T think you do need to recognize that thers
aro choices thiat we can make very quickly, should we decide to do 83 5’

(3

~

+

or have the will to do so. If we believe the record that a capitat
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gystem can (a) provide care of at least compurable quality and (b)
have a more cost efficient system and (c¢) are most cost cfficient becange
of the cconomic incentives in a capitated process, wo could decide,’
instead of spending the past 8 years wondering whether or not medi-
caro should be alldwed tg§ have anybody using an YIMO, we could
decide that medicare will use HM()’s, in which case there would be
a plethora of HMO’s overnight. 1 mean, there’s no concern about
" whether ar not there aro enough capitated systems. If the (Rovernment
. is going to pa{ for care in capitated systems, there will be capitated
systems in one hell of a hyrry. .
I single medicare out because that's the program over which youhave
authority. The same is true with employers. I%mplo ers can decide that
instead of having 10 percent, after § years, of their population bein%
in IIMO’s, that they’ro going to have negotiated care systems, prepaic
systems, for 80 percont of their population and reap the benefits.
So wé know a[l)ot. morexhan we act upon. The same is certainly true
with prevention. I would want to comment on one of the things that
you said about Great Britain and that is that in Great Britain you're
. dealing with a very differcnt cultural orientation toward many of these
~ things as well. It’s not strictly a matter of regulation or even whether
or not their costs have gone up in the past few years. A great many
people in Groat Britain ave very comfortable with the rationing
- process. Tt’s not something which has the public marching throngh
the halls of Parliament begging to change and when it was imposed
there was no whimper, public or otherwise. '

So.it’s tough tq simply say that o takes place in Great Britain, there-
fore it. will or won’t produce a comparable reaction here. Right now
Great Britain is going through a meandering privatization of their
health insurance system. not with anybody suggesting that the Public
National Health Service should gro away, but rather that there could”
bo more balance brought in by having more of a movement of the

- British United Providence Association or the private insurance sys-
~ tems brought in as a companjon program.

So there are cortain interesting things going on, and we are moving
toward a more unified approach and other countries with unified ap-

‘ proaches are moving more toward diversified approaches. And it’s a
little hard to tell whose model vou're supposed to follow.

“You asked a question of the first papel about what was happening
to insurance and whether or not somesof these plans in the private
sector would cause increases for cortain. insured persons, and you
-_d‘i%’t. get a complete answer. The answer is Ves, lots.

*Wo are seeing, in effect, in large group circumstances, the end of

traditional insurance. Virtually no companies now are gaing out and
. * signing mew group indemnity plans. They are cither self-funding or

they’re self-administered or both, and they are negotinting packages

of care and they are bringing in capitated systems. They are not, in

effoct, spreading the risks the way traditional insurance is designed
. and the way your former company made its mark and so fogth.

'That’s a part of history, not the future, and it brings with it a great
deal more positive economic incentives, a great deal more consumer .
awareness, s great deal more choices which are very positive. Also, we
have not figured out how to begin to dea] with-the pesple who have
no choice but to get the very most ex ve care—the adverse selec-
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tion issue-—and it's going to be an issue in the public program just as
it is in the private program. There’s no point in 'ki(rding ourselves,
though, that it’s going to happen. It's alread ppening.

Senator JerskN, l\frs. White, do you have an} comment.?

.Mrs, WaTs. Yes, sir. You talk about cost containment and we really’
can’t limit that to medical care and hospitals in any form. Really, cost
coutainment should be applied to all of us, and this is the thing we talk
_ abotffn the light of inflation. And I think every one of us in this room

and 1 America today is concerned about inflation because it affects
everything. So when we refer to hospital costs, we have to realize that
everything that goes into that hospital is inflated from the bath towels,

the bed sheets, to the cost of sophisticated equil;:anent which they use.
So this is an overall picture which you, as Members of Congress, have
an opportunity to look at, to compare, and to see how you best think
it should be done. . )

Wo in farm bureau would like less government and what we say with
that is we like the ones we have electcdr to use their good judgment
through the expertiss that's able and provided to them, and then they,
~working with the private sector and the individuals bagk in the areas ;
they roiresent—and' I cannot emphasize that enough, sir, that work-
- ing with the people that you represent—and this gets all areas, all
segments, all ages, all professions and businesses—and we believe you,
workin together'with these individuals, that you will be working for
the g\)ogi of the peopls you represent and likewise for the good of all
America. . .

- Senator Jzesen. Thank you. g -

Just by way of summary, I gathered here from the first panel’s re-
spohse that there was a feeling on bohalf of industry, as Mr. Califano
" said, that there was Sort of a shell ame, a transferring of costs, that

the costs didn’t go away, and that there is concern on, %heir part that

maybe one of the rersons that they were rather receptive to and in.fact
advocated a national commission was that when these costs were trans- °
ferred therp was a‘tendency of (Fovernment to push them off on the
private sector and they in tKe private sector had to pay for them, and
‘that if they hdd a national commission they felt that they would have
a chance to have some input there and maybe they could neutralize this

or at least put into. better perspective. -

Now, Mr. Hacking, to a little bit of the same degree but with a
different result, feels that thero may be transfer from the Govern-
wment to the im’lividu'al and therefore that in this instance the indi-
viduals you represent are on fixed incomes, the great majority of
‘them, but they can’t adjust and they don’t sell cars and make ups—
one of them said $350 and the other one said they got $550 and that
we need to turn up another 80 to pay the cost and the consumer
ultimately pays. You don’t have consumers in your organization—
I mean, they are consumers, but they have fixed incomes and they
are in the retirenfent years of their lives. So the ond result affects .
your association agd your members and the people youn represent
differently. They have to pay for it, or do without, and the datter
is, I think, one of the things you put quotation marks around. Is
that correct? Is this analysis correct? ot

\,.
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Mr. Haoxing. That's correct. The businesses in this country, as
they inour higher Kmmimns for thé~group health insurance they pro-
vido for their workers, pass those premiwns—oeither pass them back-
ward on to their workers in the Emn of lowgr wages or they pass
them forward to the consumers in the form of high prices for the,
gods and services that those manufacturers produce. ’lPhn;’s the way

inr's are being handled today.

The problem that the business community is running into now is
that it’s becoming a little more difficult for them to shift those costs
either backward to the workers or forward to the consumers because
they are meeting with resistance. Therefore, in the future, what em-

loyers may end up having to do is what we are already socing
ispponing 1n medicaid; that is, cut back the extent of the protection
that that group health insurance provigdes for those workers and thoso
workers’ depondents through things like the introduction of deducti-
bles, coinsurance—the ‘samne thing that the Congress has been doing
over t.h(i last sovernl years in the medicare projects. And eventually,
you will see happening in the private group insurance area what we
are now seeing‘ appening in medicare, and that is, as the cost is
shifted to the individuals, more and thore individuals are going to
be precluded from accéss to care. '

Senator JersEn. Mr. Goldbeck.

Mr. Gororox. Certainly that is a correct characterization of the

- fact that business is always in a situation of passing the costs on to

somebody else. This is in effect a middle person in that regard. That

somebody also includes millions of shareholders and the whole fabric

of the_economic part of this Nation. )
I think it underscores the fact that there is no payer out-there in

‘the final analysis to pass something on te, which 18 why we need to

stop kidding ourselves that moving it around or moving Joe’s pea
around, which is what it is, gets you anywhere. Businesses can only
pay that which relates to the revenues that they generate from their
products. Con can only pay that which relates to the taxes that
their reccive. The rest of us ¢an only pay that which relates to the
revenues that we recoive from wages or inheritance or'some other

- S0Urce.

Wo are, in effect, a collective payer in that regard. So whether or
not one group at one period of time is more successful than another

‘in getting out of payin{{ doesn’t lessen the national burden. It won't
]

change. What. your job is and our job is collectively is to change those
lines, to bend the curve, not to try to get another color up thete for a
different payer because then the curve goes the same way. That’s he
difference. - . .
What we don’t sce yet in the private sector andong the big com-
panies-—I stress that that is all I'm talking about is the big com-
panies—is a trend toward cutting back on anv protection that means
anything that is in any way essential. I wonld stress that there is no
reason in the world why we can’t have all the medical care that is

'truly needed in the dppropriate settings for the amount of money

that we spend. . | ’ )
The problem is that we spend a great deal that doesn’t get us any-

where from the health standpoint and is a total waste from an economic
standpoint. ' ~

¢ : ! 12&_\



124

Senator Jresen. Woll, third payer being the culprit hero, according
to everybody, has caused a lot of these increases in costs; at the same
time the third payer is very much always gojing to be, for your dssocia-
tion, the AARP, the third payer in this jnstance is a combination of
the- srivato insurance and Government—but when you talk about the
third payer, the private sector and the insurance business over the
years has had to develop and create things to try to have cost control
and try to mnake things meet. In group msurance for years—I think
it's still true—but in the years that you said are now gono, Mr. Gold-
beck, I remember all wo used to talk about was if wo andled mone
everybody would breaghe oasy and shake hands and congratulate encK
other if you broke even at the ond of the year and you had thousands
and thousands of people putting money in and since it’s not an exaot
science like 1if insurance and so on, if you hroke even it was a great
. Success. But when the experience shows that there are some thin;.;s on

the market, then the private soctor insurance company had to address
that, whether they started with maybe a 10-percent coinsurance or a

$20 deductible or they put some limitations on it, but they did that,
- Baut the third payer, when it comes to Government, whero far years
it seemed as though wo had some kind of a reciprocal pump and it just
" kept providing dollars; and another thing I take issue with in what
you said about Congress spending the money they have taken in—
Congreés always spends all the revenues that they take in plus all
the additional money that we cou)d get by with.

So in the hospital cost containment and the ranaway hoalth costs, T
think if we can sit down honestly and discuss long enough about try-
ing to understand the problem very genorally, you tould say that one
of the third payer folks here is the Government and they seem to use
the third payer more removed than most and the doctor, the hospital,
the ﬁmtientf——whoever Ise might be involved—have the Government
involved because they/come in Friday and they could go home Friday
but stay until Monday and say that as long as the Government is pay-
ing for it it really doesn’t cost anybody anything. That’s not true with
a private insurance company, but it doesn't cost anybody anything be-
cause the Governmept is paving for it. and without any bad Intentgons
in’ their heart or any conspiracy involved or any prior planning, the_
retention of the occupancy in the hospital is going up, and why not
stay over the weekend because it doesn’t cost anybody anything. The
doctor is going to be there anyway and thgpatient doesn’t have to— .
I'm exng{mrating a little bit to make a point, but it happens, accord- |
ing to all the hearings—the fow hearings we've had here, when vou
examine the file, you find case after case and you could probably multi-
ply it by hundreds of thousands where this did happen, that there are
3 or 4 extra days as long as nobody was tting hurt because the Gov-
« ornment is payiny for it. As Senator Dir&n said, “A million here and
a million there, it adds up to some real money after a while,” and that's
I think mavbe why that hospital room red line is one of the reasons
why the third payer—Government probably the .most far removed
third payer, most invisible. and it really doesn’t cost anybody.

But to summarize what I'm saying, there is some of the-same prin-
ciples that have been developed in the private sector for trying on
an approved business ba;is tq control health costs, somo of which are
caumr by just people being people, just human nature, and you have

<
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:sply some business principle and they’ro going to have to-be ap- .

, but when. you get to people on fixed incomtes, we've got a lack
of floxibility, a little different situation. ‘

I guess my quustion is, without this commission—and I'm not de-
bating that—evidently yyou weren’t representod in that last commis-
ston, Mr. Hacking, 1s that corvect

M’r. Haoxana, Well, there was no- AARP representative on this

ommission. '

anpator JeeseN. Well, what way, other than bringing people who

represent all facets and phases €nd parts of this wﬁole yroblem to-
ﬁether and sitting down on a consensus people pounding things out—

ow would you expect to get this total overview. Could Congress do it ¥
That’s what Mrs. White was saying. .

- Mr. Hackina. We would rather see it done in the Congress and in
the public forum. As I intieated in my comments on the commission
I gave earlier, our problem with the Social Sccurity Commission was
that what was fashioned was fashioned in private out bf the public
view. Now we had commissions before that, but generally other com-
nissions have jlust simply put something together and sent it up to
Congress and then what was sent up was considered in the ovdinary
gn-oooss. We just had the Social Security Policy Council send up to

apitol Hill it3 recommendations for the Medicare Program. Unfor-
tunately, the Social Security Policy Council, their recommendations
took a {ook only at, this preblem and we think you need to take a sys-
temwide approach to this problem. )

So if the commission you're talking about, Mr. Chairman, is going
to be in the public, that's going to hear the views of taxpayers, work-
ers, business, the elderly, \ﬁi‘woﬂ as the insurance, companies an

to
ph

providers of care, then fina, What we don’t want to sce happen is
what happened last year with the Social Security Commission.

Mr. GoLoseck. Whether fortunately or unfortunately, the reality
of the life of the commission and their impact is that those that get
something done get it done because it did it in private, and those
that just produced a report in public have produced very few out-
comes. Again, without suggesting whether that's good or bad, you
can look through sulject after subject bver a 50-year period and that
is exactly what has taken place. And so that is why I said in part
whether or not a commission is & viable concept has a lot to do with
what the expectations are for the outcome of that commission,

Senator Jersen. Do you have a gomment. Mrs. White?

. Mrs. Warre. Well, the group you've had here this mornifg, you
s could take us all coming in representing the different people an

@ mavbe individuals and if we all sat down together I dare say we

couldn’t come up with anything better that would better meet the

_needs of your people in your home State than vou could vourself.

You say you got the opportunity to bring people in for discussions,

to meet with the groups, to meet with the commission or whatever—

you would, but you would not always gét the working peaple and you

would not always got the elderly and yon would not always get the

people who are going to be,concerned with your decision.

T just don’t think there’s any hetter way to get anything that 1

want through Congress—and now I'm being personal—than going to
" my own Representatives and my own Senators and having them know

37-264 - g5 - 9 . .
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about my cause because I believe they, like you and the other Mom-
. bors of Congregs, are more concorned about the total group than any-
ono else on any commission anywhere.

Senator JeeseN. Well, I thank you. I would say to you, Mrs. Whito;
that you have raised some valid arguments for allowing farmers and
solf-omployed business men or women to deduct at loast &alf the cost
of their health insurance and I am a cosponsor of that in the Senate,
and across the board I think there’s some hope for that.

I would ask if there are any closing statemeonts or any statoments on
the record you would like to make before we go on to the next panelt

Mr. Hacking, Yeos, Mr. Chairmgn. I'd like you tq look again at this
chart. This is where the medicare dollar goes. Moedicare, ospecially
medicare part A, is n program that pays hospitals and as you can
see from what is happening in terms of hospital robm rates relative
to what is happening to the Consumer Price Index, it is the cause of
the escalation in hospital costs that is impacting on the medicaid
program and driving that programn very rapidly toward insolvency.

Until something is done about hospital cost escalation, the crisis
in medicare cannot » avoided. It can be deferred. You can raise taxes
on workers and consumers, but it cannot be avoided. The deficit will
sunply build over time and the Congress will have to over time trans-
fer more and more private and public wealth into the Medicare Pro-
gram to continue to pay hospitals.

Senator Jeesen. Mr, Goldbeck.

Mr. Goropeck. I would certainly agroe with that. I think that our
messago would be that there is not an advpntage to the economy of this
country, basically the jurisdiction of tids committes, to sogment this
economic problem into one that is megicare only or medicaid only or
State only or business only, but rathdy one which is a total economic
problem that will indeed .vespond to Sequomic change and economic
incentives, ,

The problems that wo have now are a response to a set of economic
circumstances that we wrote collectively, If we wish to bring about

* changes in those trend lines, if we want to chango the pio, then we

.. havo to change the rules. That means we are overtly restructuring one

of the most ironically economically successful industries in America to-
day and we have to be willing to do that and not pretend that we're
talking about a little bit of goneﬁt here or a little bit of eligibility
thero. ‘!We’ro talking about restructuring the economics of a major
industry and decide that that warrants national attention. We think
it does and we think this committee is to be commended for helping
- move in that direction, _

Senator Jresen. Mrs. White. -

Mrs. Warrre. I would. like to say the same thing. You do need to be
committed. T think Congress is working at this. ANl of us recognize the
fact it’s costs everywhere to overy individual, regardless of what sta-
tion in life thoy are. Is tho concern about the cost of (Fovernment, the
cost of living wherover thoy are. Talk about running eut of money,.it’s
like the little hoy who said to his mother, “Don’t worry about losing
your billfold, it was just money.” Well, it used to be just money, but ..
it isn’t so any more. The Government has no money, the people have
no money. So we are concerned in genoral about the conditions of this

country. '
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S0 I will repeat what I said already several times, I don’t think any-
body can solve these problems any better than Congress working with
the people, and 1 do say you are working at it the best you can with
the progloms you have and the people you have out there showing the
interest, and I would like to encourage more people who are concerned
about everything we've discussed this morning to get involved and lot

-you hear from them, rather than waiting until-the time for oriticism.

So-wo appreciate it and any way farm burean can work with you we
would be glad to. Thank you. :

Sonator Jepsen. T might say that you’re three of the most dynamio
witnesses T have ever had appear. I appreciate it and T mean that very
sincerely. You presented a lot of food for thought and you have told
it like it is and I appreciate that. Thank you for coming and we look
forward to your input as we move along, It is something we will ad-
dress beeanse we must this yéar and horefully we can do it with a little
moro of a broad brush rather than just focusing in on the medicare and
medicaid programs. Tt is much broader than just that and your sug-
gestions and your observations have contributed to that. Thank you
vclly mdwh, ' '

would call the next panel: Mary Suther, Dr. Nelson, and Jack .
Owen, Mary Suther is executive officer of the VNA of Dallas, TX, and
will be testifying on behalf of the National Association for Home
Care, the largest representdtive of home health care agencies. T think
it’s very appropriate and very interesting that we have just had quito
a dramatic exchange here and discussion on hospital cost containment
and I didn’t hear anything said about maybe we ought to do things
different. Maybe it’s the home health care that can alleviate some of
this. Wa will now hear abont that I'm sure. :

Dr. Nelson-will be testifying on behalf of the American Medical
Association , and Jack Owen will be representing the hespital
community, -

At this point in time I'm going to go vote and.so I will declare a
5-minute recess and you can all rest and got better acquainted and 1
will be back in about 8 mintites, We will recess for that time.

[ A short recess was taken,]

Senator Jeesen. I will call this hearing to order.

Mary Suther, executive officer of the VlgA of Dallas, TX. Mary will
testify on bohalf of the National Associatipn for Home Cave, the larg-
est representative of home health care agenocies, Dr. Alan Nelson, board
of trustees, American Medical Association, will be testifving on behalf
of the AMA and will give the view of physicians; and Mr. Jack Owen,
executive vice president, American Hospital Association.

We'll start from my left and go right and, Mr. Owen, _ﬁm may pro-
ceed, Your prepared statement will be entered into the record and'
you may proceed ih any way you so desire.

‘STATEMENT OF JACK. OWEN, EXECUTIVE VICE PRESIDENT,
AMERICAN /ﬁgn‘u ASSOCIATION

Mr. Owen. Thank you, Mrt. hairman. T am Jack Owen, exccutive
vicg president of the American Hospital Association, and I am going
to refer to my testimony but I’m going to summarize it and keep it
rather short, - . o
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I'd like to start off by just commenting on a couple of things that
cameo ulp in previous panels if 1 might. 1 heard Mr. Califano talking
about the problems and I thiuk one thing he did say, that I would cor-
tainly agroe with him on that during the 1060’s the whole emphasis on
health caro was access, one level of care, the best care, the highest qual-
ity, and overybody was supposed to get that high level of care. And I

& guoss we did too good a job because tﬁﬁt’s what drove costs up as much
as anything else.

The incentive was to provide care for anybody who came and, as
You said, the Gevernment paid for it, and those aro, the rules with
which we played for almost 20 years. . : . .

Now we are faced with a.completely different set of cirenmstances,
Wo know we can't afford to provide care for everybody. There’s just
not enough money there, so the hospitals were asked that wo turn
around and do a different approach and P'm pleased t,oday to be able
to report that T think we are making progress in the year’s time that
Congress has had to change the imcontive system.

I would like to just point out what's happened in the last year and
why wo beliove the incentive system is starting to worlk, regurdless of
what you see. I have to again refer to Mr, Hacking pointing to the red
line, the hospital"room line, and he said that was driving up the
medicare costs. I would remind you, Mr. Chairman, that medicare does
16t pay hospital room rates, never has, and that the room rates that
aro thero aro set by hospitals but with 94 percent of the people bein
third party paid for, very few of them over pay the room rates anc
it's a fignre that shows up constantly which really has very little moan-
ing when it comes to whether inflation and hospital costs have in-
creased.or not. T think we have to keep that in mind. Blue Cross doesn’t

ay room rates. Some insurance.companies do. Medicare and medicaid

- don’t.

.~ I think we have to also, if T could comment just a minute on the
shifting, because there seems to be an awfnl lot-6f concern—both- the
gentlemen from Ford and Chrysler and Mr. Goldbeck from the Busi-
ness Council talked about the shifting of costs. - .

First of all, T'd have to say that hospitals don’t shift costs. They
shift where they get their revenue from. If wo have three patients in

~ the hospital and Dr. Nelson is a full paver and this gentleman isn't
and I’'m a medicare patient and this gentleman doesn’t pay anything,
his costs are going to be the same as our costs, but we have to get some
revenue to pry for that., And the real issue is, where does the hospital
getthe money to take care of: the people who aren’t going to pay?

The implication this morning was that medicare was the enlprit

~ that was shifting the costs to the private sector, T don’t believe that. I
don’t think any statistics so far are showing that medicare is the cul-
grit. Medicaid. however, is. Medicaid,- which is boir? cut back by

lm Yo ‘b

tates across this country, are leaving a lot of peopld’who are poor
and needy uncovered and they’ré not being covered by the Ford Motor
Co., or the Chryslers or any of the business groups, and the AARP

, and other groups don’t want to pay for them either, but when that dis-
¥ advantaged person tomes into the hospital for that appendicitis or
broken leg, the hospital takes care of him. The hospital doesn’t say,

- “I'm sorry, we can’t take care of yml‘gpcause we've got to shift where
we get the revenue from, because we'fe going to have to pay for food,
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we're go'ing to have to pay for people to take care of you and pay for
the drugs.” Nobody is giving those supplies to us. So that somebody, no
matter what kind of a system we talk about, we're going to have some

: Fl)]or, dishdvantaged people and there will be some revenue shift.

ere’s got to be. There is in every business,

So with that, I would just like to point out very quickly if I could
what we see happening in regard to the incentive system that is now
underway with medicare and why we think it’s going to have some
powerful incentives on the rest o{ the private sector as well,

During 1988, the rate of increase in total, hospital oxpenses slowed

‘from about 15.8 percent in 1982 to 10.2 percent in 1983, So we had

abouted 5-percent decrease or slowing down in the hospital expenses.

The reduction in the rate of increaso in inpatient oxpenses has bean

even greater, from 15.6 percent in 1982 to 9.6 percent 1 1988. We are

-now down beiow the double digit inflation. .

This substantial reduction cannot be explained solely on the basis
of demand or warketplace pressures. As trends in hospital employ-
ment and length of stay indicate, a substantial part of 5\0 industry’s

rformance in 1983 is due to improvements in hospital efficiency in

th the production and use of hospital services. That’s what this sys-
tem was gesigmd to do, to increase production and efficiency.

During-the past several years, a trend toward slower growth of
hospital employment has been ostablished. The increase in hospital
employment was dramatically lower in 1988 than in 1982, Total em-
ployment rose 1.4 percent in 1988 compared to a 8.7-percent increase
1n-1982. The increase in staffing ratios was also smaller in 1983 than in
1982, indicating that the slower growth of employment was not entirely
due to slower demand growth., _

Slower growth in the volume of hospital services also has moder-
ated historical trends in hospital expenses, contrary to what many of
our critics are saying that this line is just going up out of sight. Total
admissions declined a hgif of 1 percent during 1988 after remaining
stable in 1982, o .

Now if you think about that ‘for 1 minute, admissions of patients
65 years of age and older increased 4.7 percent against about 5 percent
during the historical trend each year because of the number of pevple
who are turning over into the age 65 group. The length of stay for

- ;)atients 65 years of age and older was down sharply, 4.5 percent, result-

nain almost no net increase in total patient days for patients in this
category. In other words, even though the increase in the trend of
admissions is going up slightly, because we were able to cut the length
of stay, the total days for medicare in 1988 remained stable and there
was no mncrease for the first time. These annual trends were even more
apparent in the fourth quarter of 1983, We just started the DRG pro-
gram on October {, 1988, so that was the feurth quarter. Admissions of.

tients 85 yearsbf age and older increased by less than 1 percent in
hat quarter, while the average lepgth of stay fell 5.5 percent. So
something has happened out there and the incentive under the DRG
system is starting to work. o '

Slower growth of utilization was not Timited to the over-65 popu- -

. lation. I think this is important from the standpoint of what these

ols are talking about. They seemed to think the only thing happen-
ng has to do with medicare. Admissions for patients under the age

i o
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of 65 was down sharply during 1988, 2.8 percent. Thus, we had a 2.8
porcont docline in the rate of admissions of thoso under 65, which
means that tho people that are on Blue Cross and commercial insur-
anco and so forth that are not a part of medicare are actually using
hospital care less. And that tmng is continuing in the first quarter
of this year. :

Now the significance of theso trends is readily apparent., First,
hospitals are responding to the incentives created by both prospective
I)ricmg and tho sgstom of per oase payment establishment. Medicare
ength of stay is down, the increase in hospital stafing lovels is low-
ing, and the overall increase in hospital costs is moderating. Second,
bocause roal changes are occurring iw hospital performance, savings
are boing genorated not only for the medicare program but also for
other payers as well. This {;ns been achieved without a monolithic
system o memouts covering all third parties and pationts, and with-
out & burdensome regulatory apparatus. It is critical that hospitals
have the opportunity to continue their response to incentives croated
by prspective pricing and that the system not ke manipulated to
produce arbitrary, short-term reductions in Federal outlays.

I don’t quite understand My. Hacking’s point that we’re only going
to have regulations for a short timo.% just donp't see how you can
have regujations for a short time and then take regulations away.
I think other countries have shown that that doesn’t work.

Now just in summary of what else is happening, I would say that,
in addition to the medicare program which wo’re all concorned about,
we have scen the advent of PPO’s. These aro preforred provider
organizations which now there are some 84 hospitals that are mmvolved
in these, and in a recent survey that we've just completed, over 700
hospitals are now anticipating and investigating participation in
these preferred provider organizations. .

Now these are organizations in which business and industry ms?o—
tiate with the hospital to take care ¥f their om;’)loyoos at gm‘ticu ar
rato. It’s a very competitive approach and it’s working. It’s a big
advantage to the employee groups.

Wo have seen some technological advancement and these both in-
crease and decrease costs and we have to recognizg that. But man
times, they enhance the ability to treat patients. The CAT scan woul
be the most famous piecoe of equipment that we've discussed over the
Kast few yoars, The ability to look inside a person’s body without

aving invasion through surgery was a groat step forward in dmﬁ-
nostic treatmont of the diagnostic procedures for a patient and with-
out. tho technofogical advances we wbuldn’t have that. So that’s there.

But I think wo have got to be careful as we talk about we’re going
to save money and we're going to cut the costs. Wo can’t forget the
accossibility, ang ou Mferred to it very briefly when talking with
Mr. Califano antl the gentleinan from Ford when you said the problem
that you’re reaching and seeing in Jowa as you cut back is that people
are beginning to.say, “Hey, wait 1 minute, We chn’t get the care we
want,” and tf\‘oy’re beginning to complain. Because we will'continue to
keep the quality, wo can do that, but we may have a problem keeping
accessibility that we’ve known in the past if no one wants to pick up
their share of those who can’t pay.

L | |
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I would just conclude by saying that the medioare pricing polioy,
which right now is a fair policy, is going to work to hold down total
medicare costs of health care and it’s going to help the rest of the
cconomy as well, but the price hds got to be fair. When the price isn’t
fair, then we're going to seo a shifting of hospitals needing to get reve-
nues from other patients. The shifting that's taking place now, the
kinds of shifting that Ford Motor Co. reptesented—and you asked
him a very pertinent question and that is, why are those people 85 to
69 up, if t{ey’m working there, why should they be part of the medi-
call')oosmgram? That’s a good question. It’s those kind of shifts which
nobody wants to take that are going to be worse if the price to the hos-
Fitnls aro below what the fixed costs are and we must continue to de-
iver the care. '

Mr. Hacking and AARP and everybody else is saying more oare
and more oare, but where’s the money{ I think you have to be very

careful to watch what happens to aceessibility and I think we have to
« be very careful as we watch medicare what happens to medicaid. The
two havoe been tied together for so long, if States pull out of the medic-
aid program, it becomes more difficult for hospitals to take care of the
poor and needy. N .

With that, I would conclude my statément, Mr. Chairman.

[The prepared statement of Mr. Owen follows:]

—/
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PREPARYD Br\nnul.m or Jaox Ow:n_

Mr. Chairman, I am Jack Owen, Executive Vice President of the American

Hospit#l Asaociation (AHA) . The AHA, vhl;:h repre sents over 5,100 member

hoqitll,-lnd heslth care institutions, ss well as more !han 38,000 personal
s member s, ‘18 pinud to have this opportunity to present 'its views on health

cars cost iasuss to the Joint Economic Committee.

¢ S INTR QIUCTION ' -

A\l

I am particularly plessed to be here -todl}, ss this hearing provides sn
opportunity Eo report on ths ll:bltlntill P;O‘r.ll that has been made by the
hospital industry in reducing the rate of increase in hospital cogts over the
past year. 'n\iu hearing is alsoc an opportunity to discuss the llﬁificnnt

" chsnges thst sre occurring in the hospitsl 'influltry in response ‘to changing
demands by both public and private payers. These du.n;;l offer the best
opportunity for ensuring thst costs sre consistent with consumer needs and

- ”

. expectations. ' . ™~

s

For several yeara the Americsn Hospital Associstion has advocated the use of

incentives to bring ebout hospita] cost contsinment. The fncentives-based .




,approsch 18 to bs successful.

| e
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npproa.ch .ctiuulutoo the induetry to devslop new wvays of delivert : services at
lover cost, snd oncou'rogc; howpitsl -moioro to be responsive- tc(bLoth consumer
and p‘yor-dcun;h. The private sactor hae sdopted slsments of this spproach,
.vlth substentisl activity occurring in th; dsvelopment of privats sector
prospective pricing systems, prefsrrad provider organizations and selscted
provider t:t;ntrlctin;, snd innovative haslth insurance packages. Nodicoro'o
prospective pricing system provides an sxampls of how powsrful the 1ncont1v?o
apfrosch csn bs when sdopted by a msjor payer. In addition, it provides an

11lustration of the issues that must be resolved 1f ths incentives-bassd

-

¢

The AHA continues to balieve that the 1ncmt1v’o approach s oulporior to the
use of N.ulltign to control costs. A rsliancs on rsgulstion will discourage
innovation thet is essentiel 1f high quality hsalth care is to continus to be
udo'ovuiluhlo to ths public at a cost that ths public is willing end sble to
pay. Regulstory approaches, partigularly when applisd scross the board,
inhibit the .ob.lli:y of providers to respond to the uniqus needs snd
expsctetions of or;.cific consumer groups and smployers. -

j i

t s

1983 PERFORMANCE -

buring 1983, ths rate of incresse in totsl hospital oxpcn'ool slowed from 15.8
percent, in 1982, to 10.2 percsnt, in 1983, Ths raduction in the rats of .

incrldse in-tnpatient expenses has beén sven groater: fﬂh 15.6 percent in

'19’& to 9.6 percent in 1983. This sub lixthl ;-cduction cannot be explained

I4
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on ths basie of demand or marketbasket preasures. As trends in hoapltal
smploymant and length of stsy indicate, s substantis] part of the industry's
performance in 1983 is due to improvemsnts in hoepital effictency in both the

production and ugs of hospitsl services:

During the past several years, a trend toward slower growth of hospitsl

employment has been establishfd. The incresss in hoepital smployment was

drasmatically lower in 19683 Ahan in 1982. Totsl esployment rowe 1.4 percent in

1983 compared to a 3.7 percent increase in 1§82. The increase in staffing

©

‘ratios was aleo smaller iIn li{pl! thcné)n' 1982, indicating that the slowsr .

growth of employwent wss not sutirely due to slower detnd growth.

Slower growth in the volume of hospital services also has moderated historical
trends ir‘\ hospitel cxponu'l. Total aduissions daclined 1/2 .of 1 percent
during 1983, after r‘cuinins -t’-bl; in 1982. Admissions of patients 65 years
of sge sud older increased 4.7 percent during 1983, slightly be'lov the
historical trend. Langth of stay for patients 65 years of age snd older wvas’
down sharply-—4.5 pcrccnt:—-t--“ulting in almost no net increase lin total
patient dsys for patients in this category. These annual trends vare even
more apparent in the fourth qusrter of 1983, with admissions of patisnts 65
years of sge and older increasing by less than 1 percent, vhilc. the sverage
length of stay for thease pntﬁntl fell 5.5 percemt.

!
Siowcr growth of utilizstion was not limited to the over—635 population.

Adaissions for p-\ticntl under the sge of 63 was down sharply duning 1983--2.8

percent-~—thus, continuing trenda established in 1982.
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The significance of these trends is readily apparent. Firast, hoapitals are
responding to the incantivas created by both prospective pricing and the

eystem of par case payment ssatablished by tha Tax Dq\gity and Fiacal
R.lpon'l/i,bllity Act. Hedi,n length of l.tly is down, the imrtuarin hoapital
staffing lavels {s uloidns, and the o;rcrnll incresae in holp;.tal coats {a
-o('hrlt:im. 'Sccond, becauss rsal changes are 9cCurr1‘ng 19 hospital
performance, savings are being scncr‘qtad no‘t only for_ the Medicare program but -

* i
alac for other payers as well. Thias has heen achieved without a monolithic

-yitcn ol pdymant covering all third parties and patients, nn:! withont a
burdenmome regulatory apparatus. It is critical that hospitala h;vc the
opportunity to continue thair reaponse to the incentives created by
prospective pricing and that the systes not be manipulated to produce
arbitrary, short-term reductions in faderal outlays. -

T
-

PRIVATE SECTOR DEVELOPMENTS

* 14

Although adoption of prospective pricing by Medicawe 1s the moat dramatic .
- changs in the hoapital industry, othar changes sre taking place as well.
Af ter Medicare,. poaaibly the most widely discuased r;cv 1dea in health care in
that o} pr‘fcrmd provider organizationa (PPOa). A‘ survey conducted l:>y the
Americari Hosp1ital Aasociation and -ponnomd by the Health Weat Foundation in
lats 1962 and cirly 1983 idcntified 84 hospitala involved ip a preferred
provider or;anintion and more than 700 hospitals that were considering

involvement in a PPO. A follbw-up survey conducted in July of 1983 id‘nt*d

40 operational PP0e, most of which involved two or more hospitala. Tha key
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chnrnctn(-tic of thaas oﬁuﬂutionn 1s thalr uae of unique combinetions of
L4

" fantures to maest tha particuyler needs and demands of an eaployes group. ? Both

ths services covered and tha vays of delivering those garvicsa vary from plan
% ’

»

to plen, whtch ansurss a high dagroe of responsivenass to the p-rtic’r

- groupe involved,

With increesed emphasis on heslth care costs, many employars ars re—sxamining \ )
thair hsslth insurance coversgs to sxplors slternativas ways of providing .
financial pr‘o tectioh to thelr smploysss whilas enc"ourn;ina’ the cont:lffective'_
uss of hospitel and other health care sarvicas. Mmploysrs also have shown
aubatential fntsrest in the PP0 concept. Hany employsras are sctively pursuing
tha development of PPOs as an alternative to more conv-;\tionnl health o

insurewcs. In addition, employer/provider coalitjonn continus to bs onas

promising masns of bringing ebout the effactive colleboration of providers,

nnplgylrl, end orgenized lebor in an .ff|ort to contain heslth care coets. Tha

O

Aruitoxt provided by Eic:

ERIC

Py .
Community Programs for Mfordqi: Health Care .projact; sponsorsd by the Robart
. !

Wood Johnson Fomdntign. 1a pré ding exsmples of jnnovative -tfd’rt} to
dnwlop\ locel hselth cars financing ‘snd falivery systems that are raaponaive

to commtmity neade and rubux“c-./.f/ "
“ ’ |

LONG TERM ISSUES

3
»

The 1983 trends tleerly fndicate that hospitals are re spouding t'o new
{incentives. It {e fmportant to rocoq\uc, however, that financing syetems

have purposss other then stmply containing costs. In racent, years, attention

s
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hae dri!tndrlwny from ¢ commarn Withiaccess to care and toward an exclusive
focus on budgetary lesume. Although faportant, budgetary issuss should not
dominete the formulation of heelth policy by the federal governsent, statae
‘ governmant, or by the private ssctor, It fe unrealietic to expsct th‘
improvesants in sfficiency can bs uesd to "fund” technological advancees.

Bfforte to do o 1nov1tlb1, result in eignificant chnl-moo in the servicea

available to both public and private patiante.

_ ;"z‘ Technologicel advances cen both fncreanas end decremss costs. Many

* technological edvences 1ncr¢4 the demand for cere ae they enhance the
nbili(ﬁ! of medicine to treat illness and extend the quality and length of
1'1!0. -\:l81nco the enectmant of the Phdi::oro program, there hae beeu e steedy
increess in the life expactancy of the slderly thet hes tended to parallel the
increses in the cbet of the Medicare program. The U.S. Office of Technology
Kouo;unt hes identified neonetel inteneive cers as e technological advance’
that has 1-pr1wvd the chances of eurvival for premature and ‘l.u.h riek

1n.fonlt|. Similenly, tivo-‘yur ouryivn]. rates for childhood leukemia victime
have improved tremendously in roco;lnt feers. In oxn'lini-nl hoepital
departwantsl etaffing trende, we find that the festeet'growing do.partunto
have been those ueing wore &dvanced technology end Tlllshor'—plid thonp'outic and

diegnostic eervices. Providing thees services raises total costs, but at the

ssms time improves patient outcomes and health etatuae.

e

The implementetion of the Medicare profpactive pricing seyetem providee an

opportunity to examine the relationshi} among the objectives of

-
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doltwcont_nlnunt, quality of care, and accese to earvices. If the nav system
7 {a manipulated to -inply preducs ehort—tarm bhudget suvings, the f{nevitable .
xesult will be reduced acceee to eervicae by t.h- elderly. A auccesaful
Medicare payment eyatem requires pricse that are ndcquu.r-ouly ndoqlutc
prlca‘ will Qnablo the p!‘O.X‘II to meet its oblective of conninina coate
vlt;hbut adversely .tf.cuna the -billty of the Medicare population to receiva

Tt
/ph‘cc,-olry high-quality wervices.

In ‘addition, to be succeesful, Medicare'e prospactive pricing system alao muet
eatabliah prices that are fair. If it does not, hoepitals may wall be
pcnnllud for providing technologically advanced o.rvic-- or developing
“lloml referral networks. The AHA hge urged both tho anartunt oillnlth
and Hitan Servicee and the Congreea to carefylly examine the equity of the
Madicare prospective pricing eystew, and identify any potentially adverse
conaequencea of \-ovim.qulckly to uniform national ratea of paymwent. Probleme
already have been identified for certein pural hospitale that tuncu;n ae
‘rof,::l;‘;(i\rcontuo and offer ‘a compreheneivel rangs of earvices. Although theea
hospitale offer eervices that exe coaparalfle to those found in wost citiees,
their lpnynnt oftén rangea from $700 to $900 per cade lese than their urban

\

cdunterparta.

In an effort to addreee equity probleme, the American Hoapitel Aseociation hae
urged Congrees to etudy the contept of eetting Medicare pricee unique to each

DRG besed on a combination of a uniform national rate of paywent and a

‘hoepital-specific rate of payment. For those DRGe that deecribe a uniform

& R . . oL fh
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group of patients, the price will reflect the natfonal average. The prices of
those DRGa axhibiting substantisl varfation in costs, and in wldch neve;lty-of
{llness isa 1ikaly to pll; 4 major role in determining ths cost of treatmesnt,
vwould be heavily wveighted toward a hospital-spacific rata. We heliave this
approach has gresat potantisl for fmproving the squity of thas Madicare -
prgepective pricing system, whils pressrving fts incentives, until euch tims |

v,

as the DRC asystem on which prospactive pricing 1e bassd 1s adequatsly refinsd.
He have tdentified a number of othar problams, ine luding deficlencies in tha
vage ina%x used to adjust Qricnl for ragional variations in the cost of labor
snd heve urged Congress to make nocsesery atatutory modifications to prevent

undesirable changse in the hospital tndustry that will ba necessary 1f

hospitals are to avoid unjustifiad financial .hortf;lll in the short-tera.
o ' CONCLUSION .

Tha Medicare prospectivas pricing syated {s demonstrating the effectivenssas of
ths incentives-based approach to contatming health cars costas. Expsrience to
date suggests that a Medicars—only systes can work to contain both Medicare
expenditures snd total costs. The Medicare ly;tlI also {n p;ov{dlng an
opportunity to examine the complexitiase encountered in trying to change the

incentives that influence both hospital and patfent behavior while providing

adequate and fair ratea of payment.

In evaluating the performance of the Madicare systsm, the American Hospital

Association urges members of Congress to kesp tn mind the fssuss of costs and

.
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of the kind of Msdicare syeten gﬁlt.vill be available to mest the neeade of the
elderly now and in the future. ?{ Fho Madicare eystem ie 1-plo-hﬁtod with aj
firm commitment to estebliehing ptiﬁqn that are both ndd;uot. and equitabla,
the AHA belleves that both the public and the providere will be well eerved.
In the private ooctof, the AHA urgee Eongmon; to give providere, ineurere, and
employere Eho time needed to work out the innovative loéﬂédo of providing a
range .of eervicee that are reeponsive to the neede of particular groupe at a

-
cost thet thoee groupe are willing to pey. .
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~ Senator Jersen. I thank you, Mr. Owen.
Dr. Nelson.

»

. ' 4

STATEMENT OF ALAN R. NELSON, M.D, MEMBER, BOARD OF
TRUSTEES, AMERICAN MEDICAL ASSOCIATION, ACCOMPANIED
BY ROSS RUBIN, DIRECTOR, DEPARTMENT OF FEDERAL LEGIS-
LATION, AMA ; ’ .

’Dr. NmLson. Than!s,fou! Mr. Chairman. My name is Alan Nelson.
I'm a private practitioner 1n internal medicine in Salt Lake City. I'm
also on the A board of trustees and with me is Mr. Ross Rubin
from the department of legislation of the AMA .

The health caro sector has become a major component of the Ameri-
can economy. In addition to the frequently cited figure of 10 percent
of the gross national product, you also have to remember that some
7 million people are employed in health care, 5.2 million full-time
equivalent positions. As a matter of fact, the health care industr
ranks second among the Nation’s industries behind retail trade. Enci;
office-based physician cmploys an average of 2.1 full-time equivalent
nonphysician personnel. )

In the not too distant past, public policy in the health area was

ared toward expansion of the health care system and promoting

igher qualitﬂ health care and wider public access to health services.
wrough efforts in both the public and private sector our Nation

has developed a medical care system that is a benchmark against which
other medical systems throughout the world are measured. Health
status in the United States, as a matter of fact, improved to the point
where now we’re increasingly worried about the cost of health care, in
addition to the more fundamental concerns of quality and access. -

But it’s important in any discussion about the impact of health costs
to talk about what that investinent by our society has purchased.

The life expectancy of Americans has increased from 69.7 years-in
1960 to 74.5 years in 1982. Infant mortality has been reduced to a
record 1ow of 11.2 per 1,000 live births, less than half the figure in 1960.

Since’ 1970, deaths froi heart disease have declined by 25 Xercent

and deaths from stroke have declined by 40 percent. These advances
have come through major technological advances as well as through
_imﬁroved access to care and changes in lifestyles.
* Medical advances have greatly increased the quality of health care
available to Americans and the quality and length of their lives.
Furthermore. a healthier population is more productive with less work-
days lost to illness and with reductions in percentage of individuals
who are disabled from certain chronic conditions.

Mr. Chairman, meny individuals now appear concerned that_ex-
penditures for health care exceed 10 percent of gross national product
and while this is a substantial portioh of our total national product, it
must be remembered that consumer expenditures for alcohol and
tobacco were 8.8 percent of consumer expenditures in 1081 and that
recreationt accounged for 8.4 percent. Taxes accounted for.20.48 per-
cent of gross personal income. It must be recognized also that 10 per-
oent of national product for henlth care is not a magic figure
and could justifiably increase over the years as medical care provides
new benefits to our aging population.

' - 146
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If we take the curve of gross national product and eliminate all the
unnecessary care—that is, we eliminate on a one-time basis all ovor-
utilization—we rationalize the demand and we eliminate all the fat
that it’s possible to eliminate—we would have a ono-time aberration in
the curve. Perhaps it would bo slanted like this gindicntin ], or flat or
perhaps even go down. But then, as our tec mologicaf capability

- resumes and continues as it has in the past, then presumably that curve

would again follow the same line, _ .

As a matter of fact, if we want to find the culprit for the curve that
describes our health care costs, perhaps thesingle most responsible
individual would be Dr. Flemin y who discovered penicillin, or Mr.
John Crapper, who invented the ﬂush toilet, because prior to the anti-
biotic era and the area of sanitation people died in infancy or as chil-
dren or they died at home because there was very little we could do for
them in the hospital, and it didn’t cost anybody anything. As we live
longer, as our technological capabilities 1mprove, as a consequence,
costs go up. . , -

I had the chairman of the board of one of our major mutual insurers
tell mo that the health care costs for two children n the neonatal iy-
tonsive care unit were soveral hundreds of thousands of dollars for two
children, He demanded to know what we were going to do about that.
1 had to ask him what he wanted us to.do, did he want us to let 2-pound
babies dief If the answer is no, if we want 114-to 2-pound babies to
live, then we can’t criticize the health care system for providing the, \
technological capability that permits that.

- We have to make conscious decisions about priority, and as I con-

Flude my remarks, I will return to the comments of former Secretary

Califano who called for a national health policy,

We don’t provide the same care now that we did in 1950. I received
a Ehone caN yesterday morning at 7 a.m, from a young woman patient
Who said that her insulin pump for her djabetes had‘{ost its program
and she wanted to know how to reinstitute the program that permits
her to have her insulin around the clock in small doses with larger
doses prior to each meal. Now my patient also had laser treatment so
her eyesight is good, her diabetes management control is much better
than it has ever been and she’s substantially better off than her sister
who's also a patient of mine who is blind, Kns diabetes, and is await-
ing renal dialysis and a transplant. Unfortunately, some of our tech-
no?ogical capebility didy’t come along early cnough for her sister,
but we can’t deny that most of the services that I provide as an in-
ternist weren’t available 19 years ago when I started practicing, Most
of the drugs that I prescribe, most of the tests that I order, weren’t
available. Of course, the cost will be different because the product is
different, .

We alsg have to remember that health care costs aren’t immune from
outside ket forces and general inflation. Hospitals and other health
care settings are labor intensive, Therefore, inflation in wages and other
general expenditures also contribute to the increasing costs.

Finally, it's staggering to olggarve that between 1983 and 20285 the

owth of the population will 80 percent, Tn that same timeframe,
the growth of the pomulation over 85 will be 200 ‘percent, and the
growth of those over 85 will be 300 porcent. As we've already ob-
served, the elderly have more health problems, and consume more

147
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health resources. Unless we decide to ration cave, health costs will

0_up. . .
Last month the AMA sent a lottor to every physician in this coun-

. try, whother they were AMA members or not, and urged ecach to
' voluntarily freeze his or her fees for a 1-year period and to continue

K Yo tako into account, the financial circumstances of our patients and

to accept reduced foes when warranted and be considerato of the needs
N of our pationts to avoid increasing the financial burden, particularly
‘ . of the unemployed, the uninsured, and those under modicare.

’ And I have to be proud of the response from the State medical
socioties with the medical associations of Alabama, Arkansas, Cali-
fornia, Delaware, Florida, Qeorgia, Iowa, Kansas, Kentucky, Lou-
isiana, Massachusetts, Mississippi, Oklahoma, Texas, Utah, Vermont,
Washington, New York, Virginia, and Wisconsin, just in the short
period of time since we called for a froeze, having ratified that call
and pledged their cooperation. National medical specialty socioties
have also adopted the freeze, including the American Academy of
Nourology, the College of American Pathologists, the American
Society of Internal Medicine, and several other specialty socioties.

Woe believe that the great advances in health status of the Ameri-
can people has occurred because this country has devoted necessary
rosources. to the health cave sector and has kept inappropriate Gov-
ornment intrusion intg thé medical marketplace to a minimum. And
wo believe this policy should continue.

Woe also beliove that great strides can be made by encouraging the
American public to provent illness through adoption of healthier
lifestyles, such as improved diets, reduce smoking, and exercise.

The Fedoral Government cap play a valuable role in encouraging
such! activity,

It should be remembered that a significant veduction in health care
costs could have severe economig oggcts through decreased employ-#
ment and the spinoff spending generated by health care incoms. As
2 matter of fact, since prospective pricing went into place there have
/ been reports of hospitals initiating significant layoffs of personnel
causing groat concern within oyr communities, particularly in the
relatively small coptmunities.

America’s physi¢ians stand ready to cooperate in our Natien’s con-
tinuing commitment to onsure the highest possible level of health care .
for all people and we urge you to keep int mind, while expenditures
for health caro have increased greatly over the past 30 years, the
Nation and the economy as a whole have received sienificant. benefits
from these oxpenditures. These benefits relate to improved health
status, longer lifo expectancy, and improved quality of life. Produc-
tivity also increases when absentecism from illness is rednced and
when chronic conditions can be controlled with workers continuing
in their jobs,

The American Medical Association is spending $3 million and has
been at work for over a year and will complete by the end of 1985
its health policy agenda for the American people. The project brings
together representatives from 150 groups, including Governinent,
labor, business, hospitals, medical specialties, consumers, insurers, in
the development of & national health policy which will be not the
property of the AMA, The AMA is the facilitator and we are paying’

VL1143 |
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for the work to take place and stafing it, but the output of the health
goligy project will be a rational and coherent national health policy.
"his projeot has already completed the work on the basio principles;
160-some-odd basio principles that cover the range of issues from
medioal education and soientific inquiry on one end to payrgjgnt for
services on the other, ¢ .
The work groups are now in the process of defining spedific polioy
issues within each of thesb basic rinoiples and out o% tfl)ies will como
some kind of oonsensus, at least a %rnmowork, so that in the future our
hoalth policy decisions are not made in a haphazard, isolated way, but
through some coherent framework.
Much of the policy agenda, Principles, and issues, will bo sup-
pofted by the AMA and F):como policy of the AMA. Much already is

policy. Some, undoubtedly, will not be acéeptable to the AMA nco .

1t; reprosonts a consonsus of all groups participating.
/T would think that Mr. Califano’s expectations for a national health
licy to be developed within 1 year is overly optimistic based on our

Xperience, -. .
ﬁ eithor event, the AMA is committed to the development of a
ealth policy agenda that, among other things, will address that ques-
tion that I raised about the curve after we've eliminated all the fat, and
what can be done then and what should be done so that socioty can
serve ij\ health and other obligations to fead and clothe and house our
citizens. The work of that project will be the property of the American
people. Tt will b our contribution to assisting and solving some of

. these diffioult questions.

Thank you. , -
[The prepared statement of Dr, No]§0n follows 1]

.
i
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PaerAnzo STATEMENT OF ALANX I Nrvsown, M.D\
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\

Mr. Chairman and Mambers §f the Cgpnittgo:

My name {3 Alan R, Neﬂlon. M.D. 1 am a physiclan in the practice of

7

T .
"Internal Medicine in Salt’ lake City, Utah, and I am a member of the Roard

of Trustees of the American Medfcal Association. With me today 1a Ross
Rubin, Diractor of AMA's Departmant of Federal L;glslntion. The American

Medicsl Association (s plansed to have che?opportunity of presenting fts

views on the subject of health care and fts effect on the economy.

Mr. Chafrman, the health care sector has become a wa jor component of
the American economy. In addition to the frequently cited figure of

health care income contributing to over 10X of the Gross National

Product, the health services industry {s respousible to{ amployiug 5.2

© g97opa 204
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million full time equivalent pogtthnS_}hnd ranks second among  the -

nation's industries behind retail trade. Each 3!f1ce~bascd physician .

s

employs an average of 2.1 full time equivalent non-physlcian personnel.
In the health care sector, for 1982 hospital care accounted for 42% of
total expenditures and physicians services accounted for 19%. The
balancc. of expenditurés consists of nursing home care (8.5%). drugs

(6.92). dentists services (62), research and constructiqn (4.41), program

-

administration and insurance (3.9%), other professional services (2%),
eyeglasses and other applisnces (1.92), government public health
activities ZZ 6X), and other health services (2. 31)

The health care sector of the economy also represents a growing part

of our economy. This sector is highly labor intensive and in 1982 shoved
a 4.3% increase in total private employment and a 4,82 increase in growth

work hours. Unemployment in the hecalth cara sector in 1982~ wvas limited.

to 4.5Z. BHospitals and other providers of ‘health care services are major A
sources of employment and income for the local economy.

Health care issues impact to a greater and greater degree in our.
* Al
public policy debates. Federal and state governgents confront health
!

issues directly through funding "for and administration of the Medicare,

Medicaid, other, health benefit programs, and other public health __ _.

activiciis and indirectly through a cogkern for the.general economy as a
@ . “lw .
whaole. Medicare costs are now perceived as a major problem threatening

.

. the stability of the program. \\"

O

RIC —

, &
. - . ' -

Corporations are also becoming wmore  concerned with achieving
*

oo -
economies in health care payment and deliYery systems in light of ‘theit

L4

commitment to provide _comprehensive health benefics)foverage to their

[ v
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. - 2 .
employees. Sowme industry 1s now -concerned that fringe benefit costs

place American business at a disadvantage with forelgn ‘compaetitors having
1d%Wer total labor costs. Clearly, the health area is viewed ag a sector

of the economy that 18 causing, pfoblems with cost concerns becoming the
L4

- paramount issue in the health debate in both the public and private

. f
saector. 5 '

This Was not always the case. In the not too distant past,_ public
policy in the health area was géared toward expansion of the health care
system and promoting highér quality health c;re and wider public access
to hcath servi - The federal government gponsored gr,nts to promote
hospital constru n through the Hill-Burton program. Private WNealth
insurance was promoted through' various provisions of the tax lawa

deésigned to subsidize health insurance purchases. Covernment and the
N *

private sector established ma jor research programs aimed at eradicating

or ameliorat;ng dreaded diseases. Programs uvere estaglished to increase
capacity to train heilth professionals. The economic §ignals qf t
sixties and seventies were diTected téuard expanaion of the health care
s&stem and increased reaou;cel to provide Qpre and better ;erviceh.

b )
Through thﬁfe affort’s our nation has developed a medical system that

'1s a benchmark agnidht vhich other medical systems are measured. Health

status in the U.S. has, in fact, improved to the point that allows us to

have the relative luxury of 'worrying' about the cost of health care in

"addition to the more fundamental concerns of quality and access,

Advances in Health Care

"

Mr, Chairman, it 1§ fmportant that in any discussion about the impact

of health care costs on' the economy we not lose sight of the great

, | T
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advances that have charscterized our nation's health care system and the
benafits that have b;cn provided to our sociaty. '

The 11fe expectancy of Americans has increased from 69.7 ye-r- in
'1960 ta 74 5 years in 1982. Infant wortality has beenh reduced to a
record low of 11.2 per 1000 live births; less than half the figure in
1960.

Today, through the development of “and widespread availability of
vaccines, polio has been virtually eliminated, the incidence of mumps h;s
fallen from over 150,000 casas as recently as 1968 .to 3,285 last year,
and cases of measles have daciined from 481,530 4n 1962 to 1,436 1in 1983.

Since 1970, deaths from heart dismase have d?clined by 25% and deaths
from stroke have declined by 40X. These advances have come through major -
technological sdvances including open-heart surgery, pacemakers, new
drugs, and greater public conmciousness of the Iimportance of proper:
exercise and diet. While cancer remains a gpajor threat, pnéinnis are
11v1ﬁ§ longer after treatment and many forms of cancer, formerly viewed
as inevitably leading to death, are now curabie.

The modern miracle of transplant surgery provides life and hope to
people otherwise facing death, prolonged hospitalization or deteriorating
qunlity Of 1ife. New hearts are transplanted into 100 Americans per ye;r

and 5006 people receive fransplanted kidneys. 1In 1983 there were 23,000

*
cornea transplants returnink sight to those whose vision was severely

1
H

{impaired.

' Artificial organs are being q‘&.loped for use when human organs are

B ‘ .
unavajilable. Artificial kidneys are being developed~as_ve11 as artifical

pancreases. 0f course, we 1all became dramatically aware of the

| 7 BEST COPY AV ABLE
\ 7 153 »

"



- | 149 :

artlfiqlal heart which kept Dr. Barney Cll;k alive for 112 \alyl-
Artifical hip joints hne; become '‘almost routine relieving over 65,000
patients of chronic pain last year.

-+ New alagnostlc devicos such as CAT scanners, ultra§0und: and nuclear
magenatic resonance have greatly enhanced our abilicty t6 make rapid and
more accurate diagnoses. These techn?ldgies al}o obviate the nead to use

‘\> more risky invasive diaguoatic procedures.

\\‘¥\ihe59 medical advances have greatly increased the quality of health
care avatlable to Americans and the quality and length of our ‘lives.
Furthermore, a healthier poazlation is more productive with less work
days lost Eo illness and with rud;ctionn in percentage of individuals who

‘are disabledsfromléartain chronic conditions.

¢ The 10X of* GNP Threshhold

Many individuals now appear concerned that expenditures for health
care excaed 10X of ¢NP. While Ehis is a substantial portion of our total
national product’, it must be remembered that consumer \:RLmditure- on
alcohol and tobacco were 3.8Y of consumer expenditures &ﬁ 1981, and that
"recreation” accounted for 6.4% of con;umer expenditure-‘in-mhlt year and
that taxes accounted for 20.481 of gross personll' income. (In 19erﬂ9
tedical care represented 10.61 of ;onsumer expenditures.) lIc uJ‘t also
be recognized thaf 10X of GNP for health care is not a magic figure .and

could Justifiably increase over the Yyears as medical care provides new '

benefits to our sging population.

N Mr. Chairman, we all often hear people speak fondly of “the good old

day?" with regard to the construction of our cars, houses, the state of

. our schools., and teachens, etc. We often hear contrasts betwveen health

+
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care ¢osts {n the '50s and *60s compared to current costs. We hear that
spending on health care has increased from $27 billion in 1960 co $356
billion last year——from ST of thQ&CrOHn Natonal Product to lover 10Y. Ve
are told that the cost of mndi-cril care has increased fastar than the
Inflatfon rate. In such stoplistic comparisons {s therconnotatfon that
today's henlgh care {s the snma(na in those past decades and that costs
hnvé gone up because of wasta and 1rrunponstb1flty in the health care
Industry.

Such is not the cnee, We could turn back the clock and provide 1950

apd 1960 health care to the Amarican public. While this approach would

certainly reduce costs, the consequ?cas to the health of the American

public would be dramatic, Without ki;dhey dinlysis and traneplants, tena

" of thousands of Americans who are alive tcday, leading productive lives,

would be losc. If wo went \)back to the '50s and '60s technology,

P

thousands more who have been cured of cancer would not be alive today.

Without coronary bypass surgery, individuals with blocked . cardiac
arteries would either be disabled or subject to a higher frequency of

strokes and heart attacks.

I point these facts out today not to say that all increases in health

care coatd are Justified but to highlight the fallacy of ulaing
Fomplriloﬂﬂ to another-erp aAs a basis for criticizing today's system.

The rcmark:ble achisvements 1in medical-‘care have not come without
cost. 1 have already mentioned the financial strains that our commitment
to quality health care for all are placing on government and private

)

sector alike. 1In addition, medical advances have created profound new

" It
)
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moral dilemmas for which we still grope for answors. Our new ability to

A
keap terminally-tll patients alive for iIndefinite periods of time and_our

ablility to matintain life in severaly-handicappad lnfnn?n are isgues that~

vill cause .much sociqtnl ‘and indi{ividual soul-searching {n the Yyears
/}Kh;d. The manl and economic consequances of thesv advances in wedical
technology are profound and must be addressed. However, they should ba
addressed within an atwosphere of reasoned policy determinations
?ons{derigg all elements of soclety's obligations to {its members, mnot
within fhe context only of economic crisis and budget cuts or an
arbitrary percentage of gross national product.

Worldwide Cost Increases Noted

)

In addition, it {s lmportant to point out that the United States {is

in no way unique {n the amount of resources allocated to health care.
Avaibel; data show that ;he avarage annual rate of i{ncrease for health
care expenditures cprriancud in the United States was less than that
seen in wmany western nations.. The average énnﬁnl rate of increase for
total health care expenditures in the Uhitod States from 1978 to 1980 was
14.7%. However, thia figure was higher 1n.the United Kjvgdom (20.8X) and
France (16.6X). Also, the sghlysis of national health expenditures 1in
nine countries indicates that the percentage share of GNP for health care
expenditures in the United States {s not out of line with that of -the
other countries. While the share of CNP_in-Fhe United States waa 8.7X in
1976, Netherlands, West Germany, France, and Sweden all had percentage

expenditures greater than 8;22; Australia, Finland, and Canada all had

expenditures greater than 7%;. and only the United KXingdom had an

LS
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cxpondilture that was leas than 6X. It must also be remembered that {n
Grest Britain the government has made & d{rect policy decision to ration
care and {nadequately fund capital axpauditures in the henlth care area.
‘We point out these natioual health care expanditure figures for other
countries to show that the increases in henlthl care expenditures to
assure the {mproved health of the natfion are not unique. to the United
States, He belleve that incraased resourcas dedicated to bealth care 1s
a reflection of a muturi:ng and hmm\nc soclety that places incroased

emphasis on the protection of {ts wvulnerable go/pulntlon. {ncluding the

111 and injured.

Inflatf{on and Aging Factors

Health care costs nfe also not 1;ﬂm\l!10 o outgide market force¥™ A
significant percentage of health care cust increases 1is attributable
directly to the severe inflption that his beset our economy. AS a matter
of fact, the element contributing the most to the growth in expenditures
for health care from the period 1971 to 1981 has bc.en the go_gnaral

1nfl;cion affacting the economy. According to an article published in

the March 1983 fssue of HCFA's Health Care Financing Review, ‘general
inflation “accounted for approximately 57X of 't'ho increase 1n t'oul
systema costs (personal health care ~(:ontl) for the period 1971 to 1981."
In addition, approximately gz of the growth in expenditures 1{s
lpccificnll)" l.ttributnble to the aggregate population growth over that
period of time. ' ¥

An additional reason for increased health care expenditures is the

sging of our population. Health care expenditures and the federal

responsibility for health care coverage tﬁrough Medicare will 1increaae

[ 4
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over time am the population ;nd elderly population in particular
iﬁcrenneu. Between 1983 and 2025, the tog:r~populnt16n is projected to
grow by almost 30 pergent, with the alderly population doubling to. a
total of 58 million or 19.4 parcent of the total population. Among the
elderly, the group over a;o 75 will also experience substantial growth:
40 parcent of the elderly are now older than age 75, and this figure will
i{ncrease to 45 percent {n 2025; and the over age 85 group viil triple
from the currcnt‘2:5 willion people to 7.6 million people in 2025. This
substantial increase In thf cldcriy population (& particularly {mportant
as theg alde{ly have historically utilized a greater proportion of health
care resourc;s. |

In 1978, the average per capita expenditure for health care b;
Medicare-eligible individuals was $2,026. The significance of this
figure ts 1{llustrated by the fact that average per caplta spending for
individuals lbntwncn the ages -of‘ 19 and 64 totalled $764, and for
individuals under age 19 the figure was $286. The statistics also
indicate that 1individuals ove; the age of 65 ars more .likely to be
honpitalized than thogse under that age; they use more xoapitnl days per
hospitalization; and they visit their physician and other health care
practitionere wmore frequently. The lmpottnnée of these figures {is
clear: ss the population ages, demands for hesalth care " mervices
correspondingly increase and éhe total cost for providing those services
;ncrease.
The AMA recognizes that health care services shoulJ ba.exaﬁlned for

their cost-effectiveness. We have been taking positive actions to review

the delivery of healtﬁ care services and to eliminate those health care

»
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costs that are inappropriate apd ars not henofiting the public.
(Attached to thisz statement is an appepdix indicating AMA activities to

promo‘ the cost-effoctive delivary of 211l health care services,)

AMA's Call for Voluntasry Phyﬁiclnn Fee Freere

Last month, the American Med{cal Association sent a letter to every
physicfan {n the country urging each to voluntarily freeze his or her
fees for a one-year period and to continue to take (nto acc:)unt th.c
financial circumstances of each patignt--especially the unemployed, the'
uninsured, and those undar Medicare--and to accept reduced fees whon
warranted. In a November !, 1983, laetter to all members of the House of
Reprcsentn'ti\'es, the AMA has pledged to ask physiclana ~to refrain from
passing on additional costs to thelr elderly patients and to urge all
physicians to be considerate of the needs of thelr patients and to avoid
increasing the financiasl burdens of their patients.

[ In calling for an across-the-board voluntary freeze of physician
fees, the AMA is" asking physicians to contribute to a r‘csolution of the

economic problems facing our health care system. While physiclana

services account for only 191 of health expenditures, physicians are now

.taking a positive step to arrest this trend through the voluntary one

'ERIC
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year freeze in their fees. With the overnall economy as a whole i{n far
better shape tpday than 1t was even one year ago and with {nflation no

longer continuing to grow ‘Rnnually in double digitse, the AMA beliaves

«

that a vast majority of physiclans will heed the call to voluntarily

o

freeze their fees.
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The voluntary freeze proponcd-by the AMA nappliscs to all ph)‘;ﬁlnns
and includes charges to all physicians' patients including those that are
coverad by Hodssnre. We believe that this  step will be especially
helpful in* easing the current deficit problems facing the federal
government, as the action taken by the AMA Is in line vith a one-year
freaza of Medicare payments to physicians as proposed by the President in
his budgetand as provided in various legislative proosals in both Houses

.

of Congress.

‘AMA_Consumey” Choice Principlas

The igz;lut{on of our system of payment for health care has seen
workplace—-based health insurance emerging as the primary means by which
moat Americauns pay for health care services they receive. The nearly
universal co;urugc of medical expenses by health insurance or Covernment
health programs has insulated most Americans from consgideration of the
cost of madicallservices. Many economists have snig that this is ba?ély
responsible for the continuing rise in medical care costs.

Typical government raéponses éo this situation have been to impose
limits on the supply of medical services such as through the 111-f:ted
health planning program. Tt has been AMA policy sgnt duéand for gservices
should .isé be addressed. Thus competition and fadividual thotce should
be enhanced as alternatives to regulation. )

To help assess and guide federal legislative proposals impacting upon
the natfon's health insurance system, the AMA has developed the following

principles. These principles should be considered as a whole. They

spell out a policy fér greater individual cholce and for incentives for
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prudent behavior by individuals., While the principles may singly state

appropriate policy, 1t {s intended that all principles ba considered in

revieving consumer cholce/compatition legislation

Employment-Based Health Insurance. 'The growth of snployment ~-based
group health Insurance for emplovees and their families should
continue to be encouraged thrgugh tax incentives.

Adequate Benefits. Each health insurance plan offerad to amployees
should contaln adequate benefits, including catastrophic coverage.
Plans which do not have adequate benefits should not qualify for tax
deduction as a business expense for the employer.

Multiple Choice of Plans. Health {nsurance plan optiona, with
varying levels of coinsurance and deductibles, should be available to
employees; accordingly employers, through tax incentives, should be
encoyraged (but not required) to offer employees a choice of several
health insurance plans. Multiple options will better meet individual
and family needa and encourage greater individual responsibilicty in
utilization of medical care services. .

Equal Contributions. Equal employer contributions ahould be made for
health benefit plans, regsrdless of the plan selacted by the employece.

Limitation on Tax Deductibility of Egcessive Health Insurance

Premium, *A limit should be placed on the amount of health insurance
premiums paid by an employer that would be tax exempt income to the
employee, as with life insurance. This amount should be high enough
to provide for adequate benefits and ahould be adjustcd for
inflation. ‘In order to discourage over-insurance and “firat-dollar
EOVQrAgc which can cause increased dewmand for care, amounts paid by
the employer in excess of the 1limit would be taxable 1income to

. employees.

Rebate to Employees. 1In order to stiwmulate prudent selection of
health insurance by employees, employees may receive non-taxable
rebates when choosing an insurance policy where the premium cost 1.
less than Ehc amount of the employer contribution.

Quality of Care. Employer health {fnsurance plans should assure
euployeas the free choice of sources of medical care sarvices.
Services should be of high quality. Plans should provide comparable
bcnefitl for treatment of physical nnd mental {llness.
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CONCLUSION

Mr, Chairman, the AMA urges this Comnittee and Congress to act to
halp n-;urn'ncccnl to and the continued high level of quality care
provided by our health careq aystem. We balieve that the great
advnnces in the American people's health status hgc occurred because
this country has devoted necessary resources to t?‘henlth care sactor
and  has  kept "propcr government intrusfon into the -medical
marketplace to a minimum. We believe this policy should continue. We
also believe that great strides c¢an be made by encouraging the
American public go prevent {llness through adoption of healthier
lifestyles such as improved diets, reduced smoking and exercise. The
federal governmment can play a valuable role 1n encouraging such
activity,

America’s pl\)"sicinns stand ready to cooperate {n our nation's
continuing commitmer;c to assure the highest possible level. of henl‘ch
care to all Americans. We urge you to keep in mind, ' while

expenditures for health care have greatly increased over the past 30

)
v

years, the nation and its economy as a whole has received significant
banefits from these expenditures. These bénefits relate to improved
health status, longer life expectancy, and improved quality of life.

. e .
Productivity also {ncrel‘es when absenteeism from illneas is reduced

aud when chronic conditions can ‘be controlled with wdrkers continuing

* -

in their jobs. « ) 'S
It should also be remembered that a significa'nt redv\‘xctlon in
health care costs could have severe economic effects through decressed

employment and the spin—off spending generated by- hed‘th care income.
v
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For example, since.the fedaral government 's new hospital relmbursement
system for Madicare went {into affect, there have been reports of
hospitals initiating significant _lny*offs of personnel causing great
concern within their coll’m'nun.(tiés.

Mr, Chafrman, at this cime I would be pleased to respond to apy

questions the Committee may have.

)
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. 4
COST-EFFECTIVENESS ACTIVITIES OF THE AMERICAN MEDICAL ASSOCIATION

National Commisgion on the Cost of Medical Care .

The American Medical Aﬁ’G>!ation has t;ken an active role in {ssues
rplatlng to the cast of health care. The AMA was Ingtrumental 1in the
developmant and operation of ¢ National Commiss{on on the Cost of Medi-
cal Cnré. and has bheen Qorkinﬁ to {wmplemenc rﬁcummundaflons {rom this
Commission relating to.strongrhenihg price consciousness, private sector
cost céntélnmant ingtintives. working through the regulatory process,
cost containmtent moasures within mfdlcal practice, 1{issues relating to
supply ghd distribution of gonlth;cnre'prpvidars, rasearch guldalinea;
and consumer and ‘patiant information. An  {mportant element of this
Commission's rcpork'-cmphnsifod the lmportance\ of chahging‘\incencives
within the health care delivery syastem to enhance competition. The 48
recomm;ndntions of ghe Commission on the Cost of Medical Care, fssued in
1978, have sarved as a starting point for AMA activhfy related to conmt-
effectiveness.

B L

Cost-Ef fectivenass Publicntioﬁs

~

' Forrfhe past four ye’rs. the AMA hns.publishvd an annusl Cost Effec-

tiveness -Plan. The 1984 Plan documents cthe Association's on-going
efforta to stem  inappropridte graovwth of médlcnl care costs. Thix Plan
detailsbnumerous activities of the AMA to meet 1t® commitments concerning

limiting health care Costs that are found to be innppropriate.
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" The American Medical Association fully recognizes that an {mportant
slement in the growth of cost effcct'ivcness activities 1is the publicntiﬁ
of 4nformation about on-going efforts to deliver cost effective hJalth

care. To this end. the AMA s ln its third year of publishing the AMA

Cost Effectiveness B\nllggin. This Bulletin is desighed to provide cm\t‘

effectiveness information to state medical associations, metropolitnn\a&

N

county medical societies, and nntilonnl medical specialty societies. In
addition, this Bulletin 1is geunerally available to hospitals, hospital

associations, and other {nterested parties. The Bulletin publicizes

=3 ¥
information on AMA cost effectivedess activities -and 'also publishes

information related to the activities of other orgarmived groups working

.

.

to this end.

. \
.

Cost—Ef fectiveness Network . .

- 2 - \ N -

One of the more prowising actlvitiu.‘s rhat the AMA {3 involved {in

v N ¢ : . . .

ness network. "wThis network 1s sponsored by the AMA in cooperation with
’ ' \

the " American Hospital Association and the Federation of American Hos-

. 4 ) N .
concemiKost effectivenass is the recently fofmulated cost effective-

pitals. It 15 aimed at *involving hospital medical staff and administra-—

tors in collaborative cost effectiveness activities, The proggyam con-

8:-1rsts of more than«85 hospitals throughout the country that wi.l‘l cakc\
part in expériments to evaluate a varlety of cost effecti&'eness projects.
- . . ; !
The first .project 1;np1emented within th‘(s network was a protocol for
holding eco.nomic grand rounds. (An implementation guide for economic

grand rounds hag been published and is 'generaily available.) The purpo“se.

of this program was to enhance physician svareness of the cost of-the

B -

~ .
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services they o&\er by use of the grand rounds »® ng forum., This
program had euentinlly four operational gokls: - »

. €

o to encourage practicing physiciang to reflact
on’ their practic¥ patterns in the context of
cost effectiveness issues; -

o “to rninforce clinical behavior which (s direc- .
ted toward the cost effactive dcliveryi"nf high

o to change physician behavior where appropriate
to raflect wore cogt effective delivery of
- high qualizy care;
o .to stimui\te additional Subsequent activities
geared foster the cost effective delivery
of medical care'.

-
- s
rd

As this program and other programs developed through the cost of fective~

~

ness network prove bepeficial, it 18 hoped that sgimilar programs can he

launched 1in other hospitals and chnt a :najor impnqt will be fn» through~+

AY
ouc_‘he health care delivery system. A new, program that {s now being

analyzed through the cost effectiveness netuork is a study designed to
L

» .improve thae efficiency of the utilization of respiratory care services.

O

MC N : ! . V"' & v | .‘“d-l

i

Health _Car'e Coa‘litionu *

The AMA has recognized the fact that wedicine by itself cannot act to
~.

.hold‘down rising health care costs. For this reason, the AHA started

-

working with state and county medicnl societieg in 1979 in the develop—
ment of community based health care coalitiong. These coalitions work to

bring together physic‘ians, business and . labor representatives, hospital

. r
management and insurors to provide local foerums to seek ways to contain
. LT, -~ w

costs whlle maintniﬂng accesaibility and high standards of heath cnre

\
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8 have had success bfsuch di\-uru.e activities as

Health care coall
cage management and uti1¥ation review, expanding physician and enployer
knowledge about cmﬁi;;;a mitations In particular work places, rede-
signing corporat to encoura§!~more co8t effective ways to use
the health care deliv reasing opportunitlc; to develop the
wost cost effective and eNuftable forms of provider payments, drafting
and sppporcing lagislation to reform mcdical_linbility laws, developing
hcalch education prograws in the workplace, collecting and analyzing data

on the uti{lization of services, and communitty health planning.

Conferences on Costs

The AHA‘hns'undertukan other activities to omphasize Ehe importance
of cost effectiveness. In'198§. the Losponsorcd the National Con-
ference dn Util.ization of Health Scﬁes with the American Hospital
Assocfation and cthe Blue Cross and _Blue Shicl? Associations. This(
prograg focused on 1mprov1$g the efficicnt use of health services through

4

early discharge programs, alternatives to inpatient care, and effective

-~

utilization re({:w. Belause of the success of thf?"tonference. the AMA

has expanded 1its progrgm on utilization of honlgh services. The AMA also

. » p
sponsors =&n annual conferencé, the HNatipnal Medical .Specialty Society
. : '

LN

Cost Effectiveness Conference, to aid medical specialty societies in the
-

development of cost effectiveness projects that are geared to their own

L ~

memberghips.

Medical Education and Practice

The \groundwork for cost effective medical practice must begin " {n
' ! -~ .

medical school. To this end, a recommendation from the Natiomal Commis-
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sion onlche Cost of Medical Care wan that medical, dental and osteopathic
Schools should expose strudents to the economics of the care thay doliva}.
Sidce this recommendation was adopted by chd™ AMA House of Delegates 1in
1978, most wmedical achools have integrated cost containment as an element
of wedfcal educution. As of 1981, the sublect of cost Icuntnlnmcnl! was
taught {n 93 of the 124 Unitag Stnges medical schools, anthhe issue vas
taught {n almost svery state. .
- - 0N
In addition to stressing the value of cogt éf fectiveness in medical
education, the AMA {g also .stressing the valua of prevention 1in all
agpdcts of medical care as g, means to achleve cost effective health care
delivery in this country. Aside from organizad nctiv?tics geared toward
curtailing health 'are costs, the single most Important means by which
American physicians wvork to hold the 1line on henlth care costs 18 in the
development of a phy41cian/pntient relationship. Through this relation-
ship; physicians work t; pPromote healthier life styles aﬁé to educafc

thei{r patients to prevent disease and injury from occurring. Physicians
5

.

have Ween leaders {in ant{-smoking.campaigns and 1in educating the public
on {ssues such as moderation 1in the uée of alcohol, the use of child

passenger restraints in autg obiles, and drug abuse.
']

Health Policy Agenda

. The American Hcdig‘l Association realizes tﬁat‘Congrcss needs {sdis-
tance from the public in waking any future determinations on how health
care services should be delivered in this country {n the future, To this
end, the Mmerican Medical Associntion has taken the firsx step by tniti—
ating a project to create a future health policy agenda for the American

Y
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people. This proJeét is designed to develop nlphilosophlcul and concep-
tual framework as the basis for specific action plans and proposals that
are to be reapopaivc to the particular social, economic, scilentific,
educational ar}d political clrcumutnr;ces facing health care dacisions+ To
develop a series of pollcy principles and action plans, six work groups
have been ox‘gnnizedrto davelop policy principles and action plans in the
following areas: medical s‘ciencc; health professions cdl‘xcntion; health
Yesources; health care delivery mechanisms: evaluation, assessment and
control; and payment for he‘nlth care services. The AMA expects that the
Health Policy Agenda project will look to the cost of providing health

care sarvices. R

The fi;-st phase of this project, the Hevelopment of principles, 1is
now nearing 'complction,‘ and the work groups are now in the process of
Identifying 1ssues as the next step to developing action plans to carry
out the principles. This activity involves approximntcly 150 organiza-
tions including representatives of--’uedicinc. govarnment, nursing, labor, -

business, the hgspital Industry, the public, and health care {insurors.

By thig broadbased organizational body, we hope to be able to present

"Congress with viable principles and working programs for the development

w

Tk

of a future heslth [;Qlicy agenda that will Assure the availability of
- »”

high-quality health care services for the American people.

¥
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Senator Jepsen. Thank you.
Mrs, Suther.

STATEMENT OF MARY SUTHER, CHIEF EXECUTIVE OFFICER,
VISITING NURSE ASSOCIATION OF DALLAS, TX, ON BEHALF OF
THE NATIONAL ASSOCIATION FOR HOME CARE

Mrs. Surier. Thank you, Mr. Chairman, T tried to alter my testi-
mony summary so I don’t repoat anything that’s previously been said.

I am Mary Suther. 1 am the chiof executive ofticer of the Visiting
Nurse Association of Dallas, the socond largest home care agency in
this country and the largest home hospice program in this country. We
do sorve a caseload of over 4,000 persons a day in their homes with the
use of paid staff'as well as over 3,000 volunteers which we-think does
decrease health care costs.

I also serwe on the (Government Affairs Committee of the National
Association for Home Care, the Nation’s lnargest professional associa-
tion represonting home care, home health, hogpice, and homemakeor/ -
hcz;ne health aide providors, and it’s in that capacity-that T will testify
today.

This organization is not only interested in testifyving as to this diffi-
cult matter, but we also have an interest as an employer because wo
too are employers and we are 80-percent labor-intensive and we, too,
are intorested in the escalation of health care costs as it relates to the
cost of our product. '

On hehalf of these organizations T want to commend you for hold-
ing this hearing to focus on how we can contain escalating health care.
costs. The thrust of my testimony will bo on the need to increase use
of home care and other noninstitutional care to help contain both
goevernmental and private business health care costs.

The preceding witnesses have detailed the rising costs of health care,
but let. me briefly cite some key figures. The 82-percent inercase in hos-
pital costs, as identified by CBO, and Government. funding of medical
caro has been focused on institutional care. Tn fiscal year 1082, 95 per-
cont of medicard-part 8, a total of $38.3 billion expenditur
on inpatient hospital care, and only 8.5 percent for homg
medicaid, in fiscal vear 1982, over 30 nercent of the $33 .
ture went to semiskilled nursing facilities and extende litics,
26 percent. inpatient hospital care and only 1.7 percent to home eare.

As many of the preceding witnesses have testified, the home care
industry is an employer and i our business alone—and T thought abaqut-
this while I was sitting back there and it’s a rough estimate—hut §80
of every pationt’s bill from home care is also health care costs and
sometimes we, as health care professionals, neglect to include our own
henlth care costs and what that does to incrense the cost of our own
product.

Some have talked abont the cost of health eare in teyms of the
direct costs of health care on American business, but no one has
alluded to—T believe one of the preceding witnesses today alluded
to tho opportunity costs, and in our business, the opportuXity costs
of a fractured wrist of a nurse is $36,000. :

1o
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The question is, What do we do about thist ,Let us look at the
privatoe soctor first. Qur nssociation holioves that our Nation has had
& dependence on institutional enre for too many years, However, only
since the Second World War, and business and labor are Just now
realizing the need to institute new programs emphasizing prehos-
pitalizagion screoning, utilization review and use of home ecare and
other .gbulatory cnre servicos. Business management is concorned

. about™t#® cost of health care in torms of accolerating expenditures

and labor increasingly is faced with contract ne otitions whoro they
must choose between wages and benefits, often jzuo to the pressure of
henlth benofit costs on employers for current employees and vetirees.

The awarencss is all around us. The. V.S, Chamber ¢f Comumerce
reports 150 employer conlitions to contain health care costs, Tho con-
sulting firm 0} William Mcercer found in a recent sevey of 1,420
companies that 42 percent of the respondents with 10,000 emiployees
or more have plans to degelop henlth eare management strategies,

The Midwest Business up on Iealth in March 1981 found in
o survey of 64 companies rdpresenting over 1 millidn employees in
an 8-State area: 52 companies have implemented extended care facil-
ity benefits, 10 of these with no requirenent for prior hospital stay ;
49 havo implemented or planned home care: 18 more are constdering
it; 71 percent have expanded ontputient surgery benefits and 38 her-
cent implemented greater reimbursement than available as an in-
pationt; 16 have or will be paying for birthing centers, a relatively
now concept ; 35 others have interest, Incidentally, T have had some
experience in that in Atlanta, GA, and thero was n tremendous
decrense in cost of a combination of the use of birthing centers and
homa health care. .

Hospice care has already been implemented by about 25 percent.
of those responding; and nearly ha f expressed interests,

Both the Blue Cross/Blue Shield Association of Americn and the
Health Tusurance Assoclation of America have reported an incrensed
trend in the addition of home care and hospice henefits to gronp health
plans.

The AFT-CYO and the National Governors’ Conference both
recontly held specinl conferences on health eare cost containment

 strategy. And the AFT-CTO Service Emnlovees Tnternational Union,
Adnd other Inbor groups have contacted the National Association for
Home Care to explore use of home care to reduce health care costs,

And State governments are encouraging this trend. A March 1984
report by the intergovernmental health policy project at. George Wagh-
ingrton University found 15 States have laws which require AnSurers
to either provide or mpke available private health insurance benefits
for home health care.services. :

Hospitals themselves are even realizing the need to utilize mon-
nstitutionnl services. A 1988 survev of 149 hospital administrators
found that 74 percent of the hospitals offer alternative services nnd 15

ercent plan to do so. ¥More specific to home care. 25 percent of the
Kospimls provide home eare and 83 percent plan to do so by Julv 1084,

» And in the medicarg program there has been a hoom in hosnital and

Q
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skilled nursing facilitv-based home health gare ageneios. Hosnital-
based agencies have grown from 819 in 1978 to 566 at the end of 1988,
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Skilled nursing facility-based agencies have grown from 8 in 1978 to
120 at the end of 1983,

Incidentally, a proliferation of home lm&@ pgencics increases costs
in many instances, primarily duo to the fa€t that when patients are
gorved in their home or their place of residence, the moroe agencies

_ there are, the further the patients to come, the greater the geographic

distanco between tho patients, thus an increase in cost for tho caro
becnuse trangportation costs are much of the costs of the delivery of
home care.

Let’s look specifically at some cost-savings results related to home
caro and other noninstitutional services. Here are a few examples.

The American Association for Respiratory Therapy issued a report
in February 1984 finding the averago cost of care for ventilator-
dependent pomns to be $270,830 a year per person in a hogpital com-
pared to $21,192 per person per year at home,

Blue Cl‘OSS/Bl‘ll(\ Shicld of Maryland has reported a savings of
$1.2 million in 1982 from its Coordinated Home Care Program, largely
by reduecing the averago sul;griher’s inpatient-day stays by 8.9 dnys.
Since 1973, the Blue Cross pfogram has reported a net savings of $6.3
million for the program. .

Aetna Life and Casualty has raported a $78,000 per caso savings
from its Individual Cave Management Program by using home care
for victims of catastrophic accidents.

At lenst a dozen Blue Cross and Blue Shield plans now offer pro-
grams to cncournge early matérnitv discharges to home care. Blue
Cross estimates that if only one-half day were cut from the average 3-
day normal delivery stay there would be a $40 to $50 million annunl
savings in hospital costs. - '

In addition to these and other studics, T can cite numermis case
oxamples from my own ageney where wo have saved money while pro-
viding quality eare cither by fncilitnﬁng oarly hospital or nursing
home discharges or by postponing or avoiding cntry of clients to a
hospital or intensive care facilities or nursing home. or preventing
readmission to hospitals. The National Association for Home Care can
cite countless examploes nationwide, ‘

In addition to the delivery of eare in our agency, as I 'said, many of
the home care agencies do provide volunteer services that account for
a large number of services provided. '

As T noted envliot. hospitals themselves renlize the trend and the
neeessity of ntilizing home care. Thev alsa realize that under the new
medicare DRG svstem tha prudont use of home care enn allow them
under manv diagnoses to provide a safo and enrly discharge of patients
and often give them a profit margin on specific DRGs.

As an aside, T Janst synpathize with the hospital industry in"that
now they have 485 Product lines to mapage and we as health care pro-’
viders hn‘\'otot )eetrknown as prodnet anagers in the past and have

. very littlo eperienee in doing so, andg’s a shame that our friends from

thg automotive industry aren’t still ho¥®—they, have-fir fewer product
Tines to maname in their national corporate entities than do hospitals
with their 465 product lines that they now have to manage. Of course,
the people that did the research on DRG’s had no experience in prod-

uct. line costing cither. "
.-
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If only the Federal Government had u similar view of home care
s 0 cost containment measure as private indust ry. Wo implove you as
loadors of Cougress and those business lenders hero to nrge the cur-
rent admmistration to take a more reaso g1 viow in this avea.

Wo havpy approached the Iealth Cgro “nancing Adnministration
to help rectify some current inconsisedteioggn their fiscal intermedi-
aries’ application of tho “intermittopg re,” “homebound,” and
Uskitled nursing™ cviteria, T will not hyoy yvow with these technieal-
itics. Suffice it to say that Health CaréXinancing A dministeation has
not been responsive to our requests to stabilize the current hope care
benefit.

- The big problem with this is that pationts boing discharged from
hospitals earlier now need high technology services, nnd while there’s
been no chango in the medicare statutes nor changes in the regutlations,
in(vr‘)rotu(ion of these regulations denies home care under the medi-
care benefit and the modicnid benefit to many beneficiaries that now

need this service in a greater way than they have in the past.

Wo have not advoeated the expansion of the number of home care
agencies, though there is o strong evidence (o expand it for cost-Sav-
ing purposes to respiratory eave, nutritional care, and pedintric home
care. Instead, we have asked HCF A to rationally adininister the cur-
rent benefits so that they will complement the DRG system and our
overall health earve system. Under the DRG's, o faihure to have a ra-
tional and adequate home eave benefit will only result in more hospital
readmissions-—something which will inerease hospital costs and de-
feat the cost savings gonl of DR('s. ‘ .

The response thatwe have received from HOFA is that it doesn’t
make senso costwise, HOFA asserts that the medicare homo health
benefit. is the fastest growing portion of the medicare budget and, as
such, must be limite(f They take this view cven though home health
represents only 8.5 peréent of the overall medicare budget and their
-own data shows only n 2.5-percent rate of overutilization, Bhev refuse
to recognize that the growth in home care has beon facilitated by tho

. growth in the elderly population, the growth in-the number of home
health agencies into previously under or unserved areas, peoply’s pref-
erence for home care over institutional eare and the growth of technol-
ogy which noy enablés moro procedures to be performed at home that

‘ Provimlsly were exclusively done in institutions. Furthormore, the

iovernment never has attempted to quantify the cost of institutionnl
caro withont home care. ‘
In nddition t0 not recognizing the cost-effective benefits of a ration-
ally designed home eare benefit, the Government has failed in several -
-other ways. Fitst, in devising the DR( svstem they did no analysis of
the potential impact on home care providers, beneficiaries, and other
parts of the health eare svstera, This analvsis will be done ex post facto,
if at all. We believe it is ill-advised to think that by tinkering with
one part of the system—that is, hospital inpatient services, physician
sorvices under medicare——if you tinker with one part of the system,
you will make a difforence without dealing smultaneously with the
rest of the system. Anit I think other-people have mentioned this in

their testimony today. -
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Porsonally, I think that wo have failed to utilize the engineerin
approaches and the systems approach to the development of health
care systems in the country. We probably need to start from scratch
instead of trying to redesign what we have. »

The Government also has failed to assess the impact of its excessive
regulatory and paperwork burden on health care providers. Despite

- alleged efforts to reduce paperwork, mhmy_ regulations are promul-

Fnt.od‘ without a valid and rehable cost impact assessment, ag witnedsed
0y the recent ODR phaseout regulations, the final hospice regulations,
which incidentally will make cave to rural and small communities
virtually impossible due to the cffect of having a small number of
clients. Actuavinlly, it’s impossible to provide hospice under the regula-
tions in the rural and small communities. DRQ vegulatioMs themselves
lso reflect that. ? ’

My agency and others have done stndies which indicate that the
opportumity cost for completing unnecessary, duplicative paperwork
required by wmedicare and other governmenta) programs-—and this is
uot just for medicare beneficiarics. We are required to provide this to
all home cave patients, whether third party payers ave governmental
or not. This n({ds 30 percent to the cost to every unit of service that we
provide, and I've done studies and reported these studies many times
to the Senate [Finance Conunittee’s Slh)(-ommiﬂee on Aging and other
bodies in this Senate, ’ .

By opportunity costs, of donrse, I mean the value of revenue or
service that wo forego asn result of having to comply with excessive
Government. rogulations.

Wo need the same leadership on this issue in Congress that we've had
in the private business, labor, and health insurance industry. We no
longer can continue onr institutional cave bias. Tt costs too much money
um{f in ncute care situntions, doesn’t necessarily provide better quality
care. We hope yon will join us in our efforts to open the eves of Con-
gress and the administration to the need to reverse this ill-conceived
policy.

Of course, we do recognize the fact that institutions are necessary
and appropriate in many instances and we would hy no means say
that iome care should take the place of institutionnl eare,

I'd liko to respond to one questipn that you asked:earlier about
the analvsis of TTMO users. T have personnlly done some analysis of
our own ITMO neers and find that there are two cohorts. One cohort
is the sicker eminloyees and the ones that tend to have more health
enre’ problems. The other cohort is the prevention-oriented cohort.
We found two separate cohorts: And nlso, the mobile emplovees, the
ones who do not already have n family care physician when they
come to work for us.

Thank you very much.

[The propaved statement of Mrs. Suther follows:]

.
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Prrraren STATEMENT OF ManY BUTHER

Me, Cheitman snd Mcmbecs of the Commiteee:

My nemec io Mory Suther. 1 smn the Chief Bxecutive Officer of the Visiting Nucse
Association of Delles. I also serve on the Government Affaira Committee of the
Naetionsl Associstion for Home Csft (NAHC) - the nation's lacgest prof essional
sssocistion representing home health, hospice snd homemsker/home health side
providers, :

On behslf of these ot'll\ill;'ionl ! want to commend you for hulding this heacing
to focus.on how we con contsin cscalsting hesteth cote costs, The thruse of my
testimony will be on the need to incresse use of home core snd other
non~institutional csre to help contsin both governments! snd privete business
heslth care costs, !

The preceeding witnesses have detsiled the tising costs of heslth csre, but let me
briefly cite some key figures.,

(1) The netion's heslth care expendituces hsve grown by sn annual sverage rate
of 13.2 peccent from 1971 - 1981 and ste projected to grow by 11-12 ptrcent
from 1981 - 1990. (source: Health Care Fingncdng Rexdtw, Merch 1983)

(2) Per cepits heslth care expenditures heve grown from 139.4 tn 1971 to 1,223
in 1981 -~ and arc projected to incressc to nesrly $3,000 by 1990. (source:
i Merch 1983)
(3) On February 21, 1983, the Congressional Budget Office (CBO) estimated that
10.8 percent (or 82 percent) of the total 13.2 percent annual growth in health
care costs is attributeblé to hospitel costs. -

(4) CBO and others project thet the Medicare trust fund will be benkeupe by 1988
- 1990 if significent stetutory chsnges sre not msde in the fund's income snd
expenditure policics,

($)) Govnnrcnt funding of heslth cere through Medicare and Medicaid has been
focused on inscicutional care. In fiscal yesr 1982, 93 percent (§32.7 billion)
of Medicsre Part A's total $34.3 billion expenditures went to inpatient

~ hospital cace and only 3.3 percent (£1.2 billion) to home health csre. Undet
Medicaid in PY 1982, over 30 percent (§9.2 billion) of &ll $30 billion in
expenditures went to SNEB¢ and ICFs, 26 percent (§7.8 billion) to inpstient
hospital care snd only 1.7 percent (§496 million) to home health,

(6) In the private sector, the U,S, Chamber of Commerce recently seported that
the sverage employer spends $2,228 s year per employece pn health care coss
or 11.% percent of payroll. Health benefits arc sbout 23 pecent of all
employee benefits snd employece benefits rose 183 percent between 1971 -
1982 while wages rosc only et 139 percent.
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{The question is what to do sbout shis,

Let ue look at the privaté sector ficst. Ouc Agsociation belicves that our nation
has had a dependence on inni‘u(ionnl care for too many ycars. And butincas and
labot are just now cealixing ‘the need to institute new programs emphasixing
pre-hospitalization scrcening, utilixation ceview and uae of home care and other
ambulatory care secvices, Bupincss management is concerncd about the cost of
health .carec in terms of accelerating expendituces and labor increasingly is faced
with contract negotiations where they must chose between wages and benelits,
of ten duce to the pressure of health benefit costs on employers for cutrent

employces and teticees,

The nw‘nmcu is all around us,

(1) The U.S. Chamber of Commecce cepbrts 1350 employer coalitions to contain
health care costs.

(2) The coneulting ficm of William M. Mcrcer, Inc. found in & recent sutvey of
1,420 companics that 42 percent of the respondents with 10,000 employees or
mote have plans to develop health gare management gtrategies,

(3) The Midwest Business Group on Health in March 1984 found in a survey of
sixty-four companies representing over 1 million cmPloycu in an 8 stste
dcra: .

R * 32 companies have implemented extended care facility benefits, 10 of
these with no requirement for prior hpapital stay.

® . 49 have implemented or planned home cace; 18 are considecring it.

* 72% have expanded out-patient surgecy benefits and 38% implemented
greater reimbucsement than available as an in-patient.

® 16 have or will be paying for birthing centers, a relatively new
concept; 33 have interest, .

* Hospice carc haa alceady been implemented by -about 23% of those
tesponding; neacly half expressed inteceat..

(4) Both th¢ Blue Crose/Bluc Shield Association of America and the Health
Insucance of Association of America have reported an increased trend in the
addition of home cate and hospice benefits to group health plans,

(3) The AFL-CIO and th% National Governor's Conference both cecently held
special conferences on health care cost xontainment steategy. And the
AFL-CIO, Service Employ¢es International Union, and other labor groupa have
conhctpi NAHC to explore use of home care to reduce health care coste.
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And State governments ave encouraging this trend, A Macch 1984 report by the
Intergovermentsl Health Palicy Project (st George Washington University) found 13
stotas have laws which require insurecs o cither provide or: meke svailable privete
health insursnce benefits for home health care sccvices,

Hoapitals themselves are even realizing the need to utilixe non-institutionsl
servicea. A 198) survey of 149 hospital administcators (by Natiogal Research
Cocp., Lincoln, Nebraska) found that 74 percent of the hospitals offer “alternative®
{(non-inpatient) secvices and 13 peccent plan to. More specific 1o home care, 23
percent of the hospitals provide home care snd 33 percent plan te by July 1984,
And in the Medicate program thete has been a boom in hospital end SNF-based
home cate agencircs, Hospitsl-based agencics have grown from 319 in 1978 1o 566
st the end of 1983; SNE-besed hnve\ltown from 8 in 1978 to 129 ot the end of
1983, : . ’

But let's look sprcifically st some cost-savings results related o hom‘-u and
othet non~instieutional services, Hece are a few cxomples;

(1) The Amecicon Association for Reapiratory Thtupy isued "l.cpol’t ih February
1984 finding the avérage cost of cave for I ntilator~dependent peraony to be
$270,830 a year per pecson in a hospital fompaced to $21,192 pec person per
year at home, /

I3
£y - Iy

() Blue Ccoss/Blue Shicld of Maryland hag tepocted o savings of §1.2 million in
1982 fcom itse Coordinated Home Cale Program, lacgely by reducing the
Average subsciber'y inpstient day stays by 8,9 days. Since 1973 the Blue
Cross progrem has reported & net u‘ﬁnll of” §6.3 million for the program.

() Actna Life and Casualty has npr':nud s $78,000 pet cance savings from ita
Individual Care Management Pebgrom by weing home cace fof victims of
catastrophic sccidents, Z

“ {4 At lcast a doxen Blue Cross/and Blue Shicld Plens now offer pPrograms to
encoursge corly maternity dlacharges o home cate, Blue Cross cotimates
that if only one-half day yYere cut from the average 3-day normal delivery
stay there would be s g40 -/$30 million annual savings in hospital cogts.

In addition to these and &hu‘;'nudln, I ¢an citebumecous case cxamples feom my
own agency where we have faved money while providing quality chre either by
tacilitating carly hoapital/duceing home discharges or postponing or avoiding
entry of clients to a hospicel, ICP or nuraing home, nd NAHC cen cite you
countless examples nationwide. ' .

. As I noted carlier, hospicala thidacelves realizxe the tredd and the ntceanity of
utilizing home care. They also tealizxe that under the new Medicare DRG system
the prudent use of hogie care can allow them under wany diagnoses to provide a
aafe and cly dischafge 6f patients and of ten give them a profit macgin on
specific DRGs. ' {
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“ 1 .only the Federal government had o slmiblar view of home cors 49 8 cost
Jeontainment mesdure, W implore you ss lcaders of Congress and those businces
{cadecn hete to urge the current Administration o take & more tecasoned view in

3

this srca. )

We have spproached the Health Care Financing Administcation (HCFA) to hedp .

rectify some cuctent Inconstatencies In their tlacal intecemedissice' sppl{cation of
the "intetmittent csce”, “homebound™, and “skilled nureing™ cclteris. will not
betabor you with techuicalities, Suffice it to say, HCYA has not been responaive
to our requests to etabitize the current home care benelit,

We have not advocated the expansion of howme care - though thece is steong
evidence to cxpand Jt for cost-tavings purposcs to reapirstory core, nutcidonal
care, and pedlatelc home care. lustead we hive askead HCEA to rationaly
sdwinistec the current benelit so that It will complement ths DRG system and our
overall hcplth sacc system. Under the DRGs, o failurc to have & cational and
adcquate home cacevbenefit will only reoult ln mote hospitsl readmidsions -~
somecthing which will inccecasc hospital ?‘“ and defest the cost savings gosl of
PDRGa. :

-

The reteponsc we have rececived (a that 1t docsn't make sensc cost-wise, HCFA
asserts that the Medicare home health benefit is the fastest giowing portion of the
Mcdicare budget and, as such, muet be lmlted. They take this view cven though
howe health cepresents only 3.3 percenmt of the overall Mcdicare budget and their
own data shows only a 2.3 percent rate of overutilxadion, They tefuse to
tacognidg that the growth in howe care has been facilitated by the growth in the
clderly population, the growth in the number of home heslth agenclcs into
previously under or unscrved srcas, people’s preference for home cace over
institutional carc and the growth of technology whieh now cnables more procedurcs
to be pecformed ot home that previously. were cxclusively done in instltutions,
Furtherimore, the government never has sttempted to quantify the cost ot
institptional carc without home coarc. -

In addition to not rccognining the cost-cffective benefite of o rationally-deaigned
home carc benefit, the government has falled in several other ways. PFicsg, in
devising the DRG system they .did no enalyals of the potential lmpact on home cate
providere, benefllciarics and other parts of the health care system. Thiseanalysis
will 'be dane ex-poat-facto, if at all.. We belleve it is {ll-advised to think that by
tinkering with onc part of the syatem (1.¢.,, hospital inpatient scervices under
Medicare) you will make a difference without dealing simultancously with the rest
of the system - SNFas, ICPs, home care, HMOs, and physicians. N

The govetnment alao has failed to asacan the impoct of ts excesaive regulatory
and paperwork burden on health carc providerss Deapite alleged cffocts to reduce
pnpcﬁv‘otk, many regulations are ptonul:\ucd without a valid and relisble cost
impact asacoament ~~ as witncased by the recent ODR phascout regulations, the
linal hospice cegulations, and the DRG regulations themaclves. My sgency and
others haveone studies which lndl}uc that the "oppoctunity cost” for completing
various forms and other regulstorf requirementa is Y0 percent of our cqats. By
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"opportunity cost® | mean the value of tevenue of gervice we forgo as a rcault of
hsving to comply with &xcessive government regulations, o
. _ - . .
' T . N v . . - .
C We need ¢ samc leadecship on this issuc in Congress thag we've had in the
-
L © private: css, labor and health insucance induftry, We no longee can continue
. our fieti al cacc bias, It coats too much moncy and, in acut’c cacc situationa,
. docsn't ne Sisacily grovide bettee quality cace, Weghope you'll join us in our °
o cffoctd toppen the cyes of Congeess and the Administeation 1o the need to
< reveese this-ill-conceived policy, .
.. - : .
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Senator Jersen. Thank you. . :

Dr. Nolson, it’s been suggested.that while there’s presently a short-
age of physicians-in many parts of the country, within.a fex. yeats
.wo may have a tremendous oversupply of physicians,

What doos the American Medical Associatipn se&!fmpponing in
this aren and are we going to-have an oversupply of 1@(#(01'3 in the

- mot too distant future, do you think ¥ :

~

r. NeL8oN, Thore is no questiof that there is & rapid increasingly.
supply of physicians., That can be counted fairly accurately. The
problems come in accurately projecting what thw needs will be. There
are somo full-fladged specialties now with bugy physiciads doing
Frocoduros that weren’t even contemplated 20 yenrg ago. Who cou.lﬁ
wve foresoon the amount of gbronary artery,surgery that’s* being
done by thoracic surgeons, forfinstance, todt&l The imagary tech-
m()llws in radiology, who could have foreseen that . .

- The difficulty comes in understanding what the needs will bo. The
American Medical Association has a position that market. forces will
oventunlly deal with the problem of increasing physician supply, if
indeed’ there is an oversupply, and already we see some validnt.ion

of that concopt. Last year, for the first time, thore was a decronde in |

the number of entaring first-year medical stugents, for instance. -
. Senator.Jeesen.‘Mr, Owen; many lrospitals in Towr and many otho?

® parts of the country are experiencing siqniﬂuq{xt declines+in the patien
a

population. It’s not unnsual to see a hospit
cent occupancy C- ] - : _

What aro hos\pittgls doing about thjs décline and are “% going to
so0 hospitdls start closing their doors or ‘wings of the. hospital? Of
course, it’s obvious that in my constityency 'm dg\, oly -cangerned
about this and its primarily rural nature in the rural areas wheroe

that has 60 or 50 per-

L8

this préblem seems to be particularly serious. What is the association .

deing or planning to do, about.this{ . _ )
Mr. @wen. You are right, Mr, Chdirman, there is a drop in oc-
cupancy and it’s oceurring across the country: I think what needs to

be done is one of the things fhat’s cominlg out of your leadership and .-
0

Senator Grassley’s, and that is some nllowing of swing beds which
allows the hospital that has the drop in oecupancy to use those beds

., for long-term care patients. .

._We have a scripus shortage of long-term care beds und, as Dr.
'Nelsor pointed out, if we lgpék and see -what’s {zomg to happen a few
yéars from now with the aged population, we haven’t even addressed

in skilled nursing facilities'andJongsterm care units, o
We've had some crazy regulajions and rules that says that the

the Eroblem aof how we are goink to tgke care of many of these people

hospital can’t u.mits beds forlong-term care unless there’s.somoe

legislation that mYows for swing. Tt Qvesn’t make any sense that a
physician; medical staff, nurses wHotake care uf patients with brain
surgery and opon -heart syrgery, can’t take darc of a patient who
needs some skilled’ nursing 15‘ Tt just doesn’t make any senge.
* So T feel very'strongly th

- Io%a and other parts-of our country could be utilized very effectively
in & long-tern care sitiation &hd T suspect—an

where you rank as a State, but it’s within the top five States; almost
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Ithose empty beds that are out. there tn .

! . T think ‘Pm correot -
in this—but Towa has a very 1§rge percentage of o¥er-65. I've forgotten |
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next to Florida. And T suspect that, although we’re sceingr this drep
. in occupaney beeur right now heenuse of the DR svsgem an what
have you, we will seo with the affing 'and the growth nf%popu ation
that those beds wil] be needed again. And to close hospitaYs down and
run out.of business doesn’t make anv sense when HQ’ conld be used
for long-term care and other kinds of health care.
Senator Jeesen. Thank vou, Mr. Owen. .
Mrs. Suther, as yon may know, I've long been an advoeate of in-
creased ntilization of Iromo care to contain costs. One of the arguments
I runeinto quite often with {he people here in Washington -is what T
call the woodwork problem. You may eall it something different, but
what. this refers to is the assumption that expanding home care pro-
. grams will be making services available to people who otherwise would
not be utilizing the health care netwerk and so even though the individ-
unl oget o’f‘immo care may be less expensive, the aggregate costs of:
health tare will increase beenuse people will be using the services,
“Would you care to comniont and take a moment to respond to the
so-called woodwork argument ¥ - _ :
. Mrs, Sorrer, T think it’s an invalid argument. Certainly, there
would bo a few people that might accbss the system that would not
normally access that systom: but 1 think that-you’re aware that the
gatekeepors of home Meath service are the physici®hs and the hos:
- pitals and we do not receive referrals unless they nrealready under
medical supervision in honie eare, Wao Jnust have physician reforral.
So the person is already receivipg medical aorvices of some kind. .
The gteatest portion of oifr referrals come directly from hospitals
and these people nre alveady-in the health eare system. We are not ad- -
Cavocating ppening the aates totally. Of cour-o, T guess this is one of
he things that makes home care a littkﬁiﬁi\ront'in the com ive
%rt‘m beefinse the consumer is not the patfent or the end user Of the
Srvice, The, consumer is the go-Between or the intermediarv becanse
allof the services for home care are controlled by the physician,
Sonator Jepgen. Any comment on that, Dr. Nelson$ )
- r. Nerson MVoll, first of all, I'm a big fan of the appropriate use ,
At home IRalth services, but it’s indisputable that the patient who,
-~ has been itformed of the availability of home-health services and
wha requests of their physician that those sorvices he made available,
the physician. will comply with the paticht’s wishes because, after all,
~ that’s hisjob. He's tho patient’s advocate. B¢’s not.the rationer of care,
-  He's theprovider of care. And unless there is some com nent of the
"~ »  care thnt's harmful to the patient, the patient’s physician iwill accede
~ 7. totheir wishes and thdt’ the way it ought tobe, "’ N
o - It gets back to the point T thnde about the deniand for cave. Patient
v 1 initiatéd demand i$ something we don’t-pay very. much attention to.
1 If a hew drug for arthritis hits the late press. T oan expect a who&
host of phone ealls the pext day from my patients who want to aske
- * about that. And as we publicize the avatlability of home health servichs
in a community, we will have mors and more people who will ask for
l* that, and it may be totally appropriate, As a matter of fact. perhaps
that’s where we ought to make our investment. Perhaps soficty wants”
. - the mlvantages that come with good home fiealth care: T pentonally
~ 0 “do. Bt Tdon’t think that we can apriovi-assume thatthat will déerease
their costs, ., g . ol ' - -
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' Mrs. Surmner. Primarily, only if home eare is uséd in lieu of other
: servieos, moro costly Hvrvicvn, that's the way costs could be decreased,
not if it’s used in addition to the norpral usage pattern.” -
- . Mr. Owexn. If 1 could just comment for a second on that and other
' things related to it, it scems that in maest studies that we-have seen that
where the patients themselves participates and then-has a choice to
male, if a third party payer is paying for the patient, he's not so apt
to choose what’s the most appropriate place to go. Tf he has the choice
between paying the hospital l)il‘ or paying for home health care and
it’s coming out of his pocket or he {ms some relationghip to that, he
more than likely will v\m()so home health care beeausd it's less expen-
stve, and he probably should. If, however, somebody @lse is paying the
g »B % bill, the chances of him using it are slim.
. A grood exymple. T recall in the ease in New Jersey where there was
a rate review for Bhue Crossand Thappened to be at the hospital associ- N
ation up there at the time and a union steward in a shop in New .
. Brunswicle was talking to me about their Blue Cross coverage for the
Co workers in that particular plant, and in one ease one of the workers
op needed a beriwm enema. And he said, “If he goes to the doctor and gets
. - that 1t’s going to cost him $50 and he loses a day’s work. If he’s admit-
“ted to a hospital, he will be there 3 days, histwork will be paid for, and
ro Rlue Cross will piek up the totAl cost.” -
] Nlow}.lhv shop steward says, “What am 1 going to say to that’
_ worker?” And you know what he would say and probably most of us
: would say. -
: So the whole system has been designed to overutilize, Tthink thaty
what makes the difference when we look at what is the most appro-
_ riate care when people have to make that selection,
IV Senator Jersin. Tf you could and wowld give me a one-liner as fo
. voyr opinton of tho national commission studying and developing
hon&’h care policy 1n this country that was talked abont earlier this
morning, M, Owen$ - .
Mr, Owaen. T think we would like to see- although we have no strong
objlction to a commission, we don’t think there’s going to be o wholo
lot_accomplished by that. We would rather see things left alone for:
.o+ atdeast a year and see what happens in medicare and see what effect
e the ARG system has on the rest of the payegs, and thew™wfter that <
. -‘9" yegt 18 up—-beenuse (we are secing some remarkable things hnppm},- '
e afid now to change something before we've had a chanca to try it on
it seems premature, LY. ’
Senator Jersen, Dr. Nelson.” | T :
Dr. Netsox, We wordd preferto see that kind of netivity which is
, “argely factfinding and advisory done within the private sector iind
- ', then et ‘our.elected Representatives in Congress do thétr job based

on all of the needs. . L 3

: Senator Jereen. Mrs. Suther.” . v . ..
v, . Mrs. Surngg. Our association hasn’t taken a-pofition on #, but . ..
 personally T%eel ‘that that comupission probably would not be an

. notve. beneficial than some of the others in the past haye betn. and i

e also prefgr’ to have on 'factfinding grouns peeple with pragmatic

~ attdades toward healthearve delivery ns a bn'silg;s rook at this whole

problem, . ' .. s R
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Senator Jresen. Do any of you have a closing statement for the
record {

Mr. Owen. T'd just like to thank vou, Senator, because T think this
was a good hearing and it was well done and néeded to be dohe,

o . . .
Dr. Nevson. The AMA went through a very Iaborions exereise with |

the Cost Management Commission on Cost of Fealth Carve who pub-
lished its finding in 1976 or 1977, Many of these findings have sub-
would bo happy to send you a copy of that.
Senator Jeesen. T thank you.,
Mrs. Soener. T thank you very much for inviting us today.,
Senator Jepaen. Thank vou for comine. Thank vou all. .
Now wa will go to panel 4. The last titness will be the representa-
tive of the Fealth Insurance Assoviation of Ameriea JIITA A, The

sequontly been implemented. Some are vet to-he Wmplemented. We .

health insurance ikdustry does not fall into the category of either !

consnmer or provider so it was not included on our earlier pancls,

It also has a perspective on health enre costs different frony that of -
individual businesses, Consequently, it was folt that TITA AL the
. Health Insurance Association of America, might try to weap fup the

hearing and bring it all into pegspective.
Mr. James Dorsch. '

STATEMENT OF JAMES A. DORSCH, WASHING‘&)N COUNSEL, o
HEALTH INSURANCE ASSOCIATION OF AMERICA

*

Mr. Dorscn. T do appreciate being heve and it’s a rea] honor to ba

the last panel. You have had a very excellent hearing. You've had

-oxtensiver and exhaustive comments, remarks, facts, and figures from

employers; and the consumers, particularly on the extent of the prob-

b

lems caused by the rising cost of hoalth care. T'will not try and repeat -

or Foplicate that.

. —
T will say, however, that T do not believe they in any wav oven:

estimate the problem. Tt is a real problem and the rising cost of health
care is tho major concern of the Flealth Tnsurance Associntion of
America, ' : : -

With that, T thivk T wonld profer just to have my full statement
entered in the record, i€ that’s all rieht, give you a very hrief siim-
mary, and then go on and take guestions and <00 if T ean ha of haelp.

The HTAA is pleased that _v(% are raising the issue of the rising

Securitv Amandments of 1988.

The change in payment basis under medicare would probahlv not; -

have been propoked were it not for persistont, rapd increases in health
2 - 3

““eare costs in recént yoars. .

o haye supported prospective pricing for veays and we aprlaud
the passage of TL.R, 1900 last vear. Flowever, these increnses and their

* offects on QGovernment programs are just as applicable to the insnpan

: cgvo}j}n;m pMchiesed hy emplovér fn,k;ﬂwir emplovees, by individuals
. ]

for themselves, andl by the self-insuded. Ag a result. when combined

-

suranco gremiums are increasing annuallv at rates which range Petn

with moc‘l'rm underpayments, which we call cost shifting, health, ipt

15 to 80 percent depencini on the size and lochtion of the busines n
some cages, even more. These incteases are ultimately shaxpd by the
a “ i \ ]

A
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-cost of health cave so soon after the passage of LR, 1900, the Social d
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- - emplovors, emplovees, and eonsumers and advarsely affect the hoalth

of American industry, . . .

We've had volutions for it ivhich emphasize State programs for cost
contamnment based on Federal eriterin. We part ignlarly commend the
Congress for its recoqnition of aualificd State proevrnms as an alterna-
tive method of medienre parmentyamder the Social Sceurity Amend-
ments of 1983, Wonirge von now to adopt positite'incentivés to States
to develon their own qualified programs for all patients,

One suclwincentive would ho a nfedicaid rewaid for those States
which enact qualified programs, gimilar to the reward in present law
for States which-had hosnitg) c&st-v(mtnimnont proorams . blaco
on July 1, 1981, but which would provide no rewand for any State
that put in the program after that date. -

Wo furtlicr urge the Congress to take the next step on prospectivo
pricing— that is, to enact legislation extendingr a hospital prospectives
pricing svstem to all payers: not just mgdicare, to take effcet 4 VOArs
nfter the date of enactment in any State which has not enacted a quali-
tied State.program of its own, Such legislation would give cevery State
tiie-to enact legislation suitable to its own~particulay neéds and yet
gunvantees that all of our citizens oot the proteet ion they deserve,

What we would like to see, Mr, Chairman, is a¥%ével plaving field for
all thivd party payers, fncluding medicare and medieaid. When medi-
care payMess, private piyers pay morve--in effect, constituting a hjgden
tax on nongoverninent patients which is expected to be $8.8 bi»g:x’in
1984, ' : X

Wo would like to do more ourselves by wav.of negotintion with hos-
pitals to contain costs, but individually, the commercial health insur-
ance companies are too economicnlly dispersed te have sufficient lover-
nge to be effective in those negotintions. Collectively, they ave pro-
hibited by Federal law. .

We would like to change that and specifieally rouw&conqrosﬂionnl

anthority to share data and engago in joint cost-contn®¥nent nctivitios
such as negotiating with health providers and the d@elopment of
phvsician profiles and patterns of care. ' -

Wa support, therefore, 8. 2051, introduced by Scenator Arlen Specter,
which would give insurers that authority.

On the other side of the cost-containmept coin, Mr. Chairman, the
administration has asked Congress to levy o tax on employee hodlth
plans as part of its fiscal vear 1985 legislative program.

The health insurauce industry opposes this proposal ag discrimina-
tory, unfair, and ong that will do nothing to’stop health care cost in-
flation. . ) : ,

A prospective all-patients system will féres cost-saving incentives
into the structure of hospital pryments and operations and will have
many times the impactof the Band-Aid approach of taxing workers’
health insurance prominna. » ‘.

Wo very much dpprecinte this opportunity to pro:;’\t pur views and

I'would hoe very happy to’!:!lk(\ﬂn_vqn.(‘sﬁm_ls. N
[ The prepared statemént of Mr. Dorsch follows =

-

. * . 3 4 T

- 2

-



o~
Y

"ERIC

Aruitoxt provided by Eic:

p

¥
I 4
180 'S

PrEFARID STATEMENT OF JAMES A. Donson

My name ‘is Jamus A. Dorsch, washington Counsel of the Health lnsurance
Association of America. Tne HIAA is a trade association of approximately 323
companies which together wrlte over 85% of the country's comerclul healtn

Insurance. We appean today on their behalf.

\
. " -
wa are plaased that you are ralsing the lssue of rising health custs

shortly after'tne passage of H.R. 1900, the Socla! Security Amenuments of 1983,

. -

.
.~ o~ ' -

1l
The recently enaested law sorves as a good starting pelnt for discussion
of the Issues. It changes Medicare's hospitel payment for the present . .
* :

< L)
rotzospect ive determinatlion of incurradd costs to a system of prospettively

detarmined priéus: we agres that this change In Incentlives 1s hignly
desirable. In fact, prospective payment may bes oul last chance for a

compat itive solution to rising nospltnlgousts. Howsver, the new prospective

aricing system applies only to Madicare. ny system that does nct apply to

N
all patiencts wiis not progducs tne Jesitze cnanges Ja "osoital Ccanavior.

— }

The change in pa;hcnt basls under Meclcare would prooably not have been

proposed were it not for persistent, rapid {ncreases in Neaiih Jate I8t AN
* . 4

recent years. These Increases and theit affaects on government programs are
Judt as wpplicable to the insursnce coverage purchased Dy employers for their
employess, by inalvicuals for themselves, and by the self-ihscred. As a

. - .
resuf&, annual health insurance premiums are curtently Increasing at rates

\

- ’ .
a

-
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» i
w0l fange Tiox LB ote 30 ospending on Lnhe slie and socation of the Dusisess,

Tnese iJreases are ultllmately snared Oy Ne emi0yers, ennioyees and

-

consdrars ang aoverseiy affert the healtn of Amzrican inoustry. °

A nrospestive prl:lng’systam which applies only to MooiCare will
acnittedly hola down Mgolcare outlays, but bospitals coulo simply shift to
=
other paysrs. If the change to a prospective system provides the rignt
in-entivas to nospitals to voluntartly control healtn care expenses, anc we
azree that {t Uoss, 3uln a change is equslly needed Dy those who are not

elipiole for mMedicare.

The existenge of qost shifting has become well-documented since our
1HUJSLTY pub@icly ldentified the problem a couple of fuars ago. Cost shifting
totallea §5.8 billion in 1985.' According to our latest estimates, the cost
§17t will grow to §8.§ illion in 1984,

As a logical ousiness plactice, nospitals recoup reductions in Madicare
and megicald reimoursement by inflating chhrgcs to p}lvnte patients. Those
who are insured faced higher premiums. Tnose who are not - such as lald-off
wOrkers wno have lost their insyrance - are faced with 8 rulnous hidden tax
cxa:téo at é tipe when tney are least'able to pay - a tax on thqlr slready
sky-Tocketing hospital charges. Without government action on an all-payer .
system, all brlvatc patients remain vulneradbl® to an unpraceOcntéd and

financially intoleradble level of cost snifting.

s
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In theory, prospective payment leads (o cast containment because
Nospitals will work with physiciang to.vuluntarlly reduca length of stay and
ancillary servicas. lnb incentive for such bDenavoriai changes 1s profit; .
hospitals will ftnally be able to get more money for dolry) less. wot
hospitals say such changes take time and substantial efforl. In practice,
hospitals will fing {t far easler to cost shift than to cost contaln,

.wo support faderal legislstion thgt sffectively protects private patients
from additional cost shifts. Such protection cpuld taxe the form of a
residusl prospective pnywﬁcnt system for all-payers. while such a system woulg

ptovide cont containment incentives, it need not produce savings to the

" private sector in the short-run.  Furtharmore, an all-payor system would not

)

nacessarily require that all-payers initially pay the samo price for hospital
services. But discounts pught to be Justifieo by savings to the hospital and
Le avaflable to all hospitals. For example, discounts for prompt payment
would be appropriate. Go-ver‘nment patients, In Maryland are an expeption to
this principle. th{e sharing. in all costs to the hosplital 1nc1:mng
uncompensated care, they are oligible for an ndsiuonnl allowance in ordet to
stay within the aggregate federal cap required undor tho Mgdicare walver.
A

1 would like to shed some light on arguments against an all-payer
system. Tne Administration says that we prlvate fnsurers will piggybucgm.!
the Medicare DRG prices once we recognize that we are paying too much for |
hospital care. Mr. Cnalirman, we already know wu‘ure pn)‘.ng too much but \:Je
are unaole to pay less under a comdbination of current federal policies that
generate cost shifting whITETPTONIDiting joint negotiation by ingurers. _H‘e
are caught be‘t_\:een the;compctitivc forces {n the insurance market and the

N ¢ .
fallures in the non-compet #tive hospital industry. Curreht comprehensive

¢
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Hens it cOntracts with amployers would prohibit us from limiting our payments
~
Lo hospitals to tne Medicare rats because hospitals woulg bill chIOynés for’

the oiffgrence. Employers ang employees have made a consclious oecision to

slect comarehensive medical benafits in 93% of our Q}Oup business.

1f, in the future, u§ individual insurance company only offsred to sell
plans wnich limit banefits to the Madicare ORG rates, smployers woulc again
exsrcise their op£lon in the free market to buy comprenansive benefits from
anoiher irsuTanze company., wWnat if the feoceral government intervened in the
com>etétive haalth insurance market and prohibited the selling of
comprenansive medical beneflits; woulo you then 1n61rectly succead in
controlling hospital costs? No, hospitals would charge patients all that the

. - '

market would beRiAwbove the Indemnity amounts. Many hospitals would soon fin

tneir solvency thzeatensd as bad debts amounted. ’

N
.

You may ask whether we negotiate with hospitals to aécept lass than their
¢harges as full payment. tospitals have apreed to such reqoests to
voluntarily reduce thelr revenues only where an emp10yer Or insurer has
sufficient volume to force accepta?ce. Some Blue Cross plans so domlgatc
their local aress as to be successful in obfalnino\such voaume discounts. for
the vast majority of the country} however, naither the insurance company nor
tne employer has sufficient local volums to ncbdflatc chgrgcs and thereby
prevent ¢ost snifting. To drive home the point, the Prudentlal, which is tne
sinélc largest private health insurer in the country, has only 4% of the\

private health insurance market, and that is spreaqﬂover 50 states. We are

. . . '
too dispersed to negotiate individuslly and we are pronibited by antitrust

laws from negotiating jointly. - &

o - »

v
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Exparience valivates our frustratlions over cost shifting, txparlanca has
8180 shown that second-opinton surgery, ambulatory benafits and other éovcrnoe
desipned toy reduce utilization are suCcessful but alono have limited impact.
Finally, Expcrlonco with State prospactive payment systems demonstrates thelr
effettivenass In containlng agyregate health care costs.

_Thls is a developlng ares and no one yet qan‘clalm to have all the

answdTs to tne questions of a single hospital paymdnt reform system. In fact,
two of the old;at and most affective systems, the Mifylund and New Jersey
programs, oparate quite differently. HHS rocently g;;ntod walvers to New York ;-
and Massachusetts, two of the natlon's high cost states. In both of these
states, all patties with a direct stake in hospital payment change--providers,
smployers, unlons and ingurers--actively participated In dasigning a
solution. Bqth are implementimy ;ppruuches differont from those in Marylang
and New Jersey. we helleve all of ‘these gifferent approaches will lower costs
and produte usefuyl comparisons.

Yl 7

Ine federal government's past role as o catalyst has helped uncouradc
variety any {nnovation. We belleve this is the ptime role for the foderal
government, and should be continued. we applaud and commend the Congress for
its reco§n1tlun of qualified state programs as an altérnutlvc méthod_ur
Medicare payment under the Social Sccurity Amendments of 1983. we urgs you
now Lo adopt positive incentives to States to develop thelr own qualified

programs for all patients.

.

-
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One such incentive woulo be a Madicald reward for those States which
enact qualified programs i}milar to Enc reward in present law }or States which
had nospjtal cost containment programs in place on July 1, 196l. A modest
Msdicalo reward would be most appropriate- for those States which are moving
ahsad to halp solve & national problem-health cost 1nf1;tion. It woold be a
fitting way to attack a national problem &t the State leva) without a new
Feoseral burssucracy. It would bk a fitting reward to those States which, by
holding gosn rising health costs, are taking action to hold down tha number of
citizens forces into Msoicald and other pudlic assistance programs by health
care inflation. Such a proposal need not, in fact,‘&hbuld not, require the ‘

tates to ssi-up hospltal rate ;etting\commissions. It need not, and }hould
not, require any particular type of program, rate-setting, DRG, or otherwise,

as 1ong ms the State program meets the criteria set forth in the Social

Security Amendments of 1983,

K , N
¥We further urge the Congress to take the next step on prospaction pricing
- to enact legislation extending a hospital prospective pricing system to all
payers, not just Msdicare, tp taxe effect four years after snactment }F any
State yhich has not enacted a qualified State program. Such legislation would
give every State time to ‘Mhnact legislation suitable to its éwn particular
necds and yet guarantee that all our citizens'get the protection they
de;crve. 1t would also provide a stimulus to those who oelieve our problems

are best solved at the State level to move ahesd ohd gst the job done SO there

'will e no need for a Federal all-payer program.

We also recognize that any over-all solution to the problam of tising
r

health costs requires a reconciliation of the vltél interests of a npqur of

8EST COPY .1
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’ important s nts of oug soclety Thergfore we Lontlnun 1o suppor{ the

aspuintmgnt of a Prosidontlul Commission, Upon which nll of thuese interosts,

providers, insyrers, employers, and unions, amung others, can pe represented

" and which can bp charged witn the constructive resolution of the conflicts

which make this problem 80 intractable, '
* 4

/ Mr.;Chairman, tha health insurarce business shares your strong commitmant
R ..

to cost contginment. There is more we would like to do ourgelves.

5
fhevertheless, we find that we must st;uggle under some formidable handicaps!

. The fteld on whlch we compete 1S strewn with regulatory ang oconomic obstacdes

.

that significantly interfere both with our ability to serve our customers and
with efforts to improve the efficlency of the health care financing and

delivery system as o whole.

N -

. . f
‘- Put nno(hér way, what would the insurance industzy like to do and what

i

are the parriers to their doing L7 N

. L. ’ ]

Let us first foentify thesk handicaps, all of which are externally

>

’ 4
{mposed upon us. hen we will teturn to a discussion ol each of them. unllke.

Y tne nonlnsyred pl‘ans «lth which we compete, we are subject to stringent state

regalatton.  Our p‘r t design crcati’vcty 13" also stifled by a range of
orovm‘er protection laws. mliké. our chief compct‘;tors in many instances, we 4
! pay state premium taxes and‘ federal lcﬁcom;: taxes on the e'urr.\l‘;\u‘s on. our v
af . reserves. In addition, the hignly_colnpetitive nature of our business and the §,
dnzl'{ru’st laws preclude us from collaborating effectively for cost containment
“

DLPOSes. N f
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+ . if tne.a?iciency of ol health care system 13 evar going to be {mprovyd
(INTauY more maaningful patient pnrt&cipation, wy must '1rst maxe certain tnat

tna thalces nvailaalu to conyumars,ure not dEonomicnlly binsso ba:ausn of T
« v
Qove rnmantal constraints. wWnan indl\iduals .or amplo;urs choose a thirg party

~ v

psyment mechanism, the cholce. should be nmq?g raalidtic alternatives. This is
. not ;Slly possible todmy. ‘ ’ :

v Y
. . -

. wiat we would like to see is a “lavel playing fiela" for all third'party\

-

"t s payvrs“ 1n*ludinn Mcdlcure anU Mcdicaid wWnen Medicnro pays lcss prlyate

Dava 3 pay &o“e-—in i’foct cons&Ltutin; a himdon tax on NON-Jovernmant
-
v patignts whien is expaciad to be SS é billiQn in 1984,
. . "y

‘v
-

7 ) This cost shifg seyérely’ﬁtﬁedés“thp eb1lity of private paydrs to compate

v

. . . . 3

witn govarnment programs pnder Medicare voucher system such as that proposed

by tne Azministration. ’ o
.\ -

wt want Medicare to pay on the same basis as othar payors. TH» provision

in the recently-snacted Social Security Amendments providing for Medicare

'recoonition of Jualified state hospital paymant programs is.a major stap in

4

the rlw direction,

[P A

- *

Ahother possioilit; Qould be to require rbdicaro-npbroved.hospitals to
allogate equally among all private patients that portion of thsir burgets not

, ¢
reimdursed by Medicare or Macicaid. S ' N

" L
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. Second, as with the Medicare.cost shift, state-regulation does not‘ apply

avenly to various classes of payors. E:npiOyers that self<insure employee
welfare benefit plans ars exempted from s;ate reou‘lation by the preemp¥ion
clause in Sectfon 5la(c) of ERlso Such noninsured plnns are not stact to
the \nyrind 1enlslnt1va and requlatory requlrements imposed upon insured
plnns. These requirements, which vary consldernbly from state to statc, '

. typically include a wide rgnge of mandated benefitsy freesghoive of pmvlder v
provisions, and contimnuation of cowverage and con;erslon options which are '; .
often quite costly. . Employérs may avold these oblifations as wel]l as the X/ N
nacessity ﬁf maintaining reserves and paying premium taxes simply by not R \ o

* insuring their plans, . ) o ' * ' s

. - : { :
«In order to nurture competition in the hcalth care flelt\ we'should <
assyre that all coppetitars a,re sub Ject to the. same rules. - . . Y &

N\ * X .
. oo . .

Insurance laws and regulations’ serve a beneficial purpose in protecting-
the insured public. However, ERISA now precludes the states from regulpting '’
the affalrs of noninsuted health plans, but at the same time the federa) '

>
government has failed to regylate these health plans,

)

* R ‘ .

[ . *
It is also a very real impediment to innovative plan design by insurers,

- n
L N
*
x

. we recommend that Congress require that state taxation and regulation . .

»>,
.

apply equally to aﬂ” funding mechanisms. We are not proposing a éubstltutior.u ';
of federal for state regulation. - However, our business éox_ss support, for ~ ) v
example, Section 3605(a)(11)(1) of S.1541 (the Retirement Incoms Incentives

u N - * . »

" Q . 1 - .
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and AoTinistrative Simplification Act, introduced fy Senator Mickles) which .

woJu.C anend ER'ISA to preampt state mandated Denefit laws for insured as well N
¢ : o .o
as {or non-insured ‘amployea benefit plans. This simple changs would be a ~
N ; 8 .
: first step alonq the way to mox# aQUitaole competition and more rational’ .
f > nanafit design. . ' -
: . . - 7 , LR : \
v . ¢ . \ o

A SR _ - - ‘ J

We woulc like to set-up proprams in ‘evcry stats, as we_ mive done’ {n

. Comecticut, to guarantuu the availanility &7 health }nsurance to all
ns~v1quals. Howevar, again, ER'SA 15 a mljor barrior “to our seeking state . .
Saws seiling up tnese pro,ms. we faelustrongly that alY compatitgrs in the '

ampl?)'ae heaitn ocnaﬂ‘t ;n et‘shou.lu shard proportfonntely Ln-_any program

v losses. Howcver ERISA preenpts stata laws to the éxtent those llws rcquire
! gplf insureo plans, to pa;ticip&te 1n these stats programs. Tnus, sclf»&nsured
plans are effcctivcly shielded from the ecodomic burdan of the qulranteed " .
avalianility programs..a burcl?r) whx. falls oh an ever-decreasing base t_:luseu

‘. - r
by existing legal barriers to cquitj compet ition. The ‘program could be

-----

. solvea either by an atencment to ERISA or Dy leolslltion authorizing 1nsurcrs
to set up sucn pog‘ls and requiring all employee health ben@fit plan fundino
. mechanisms to participate in such a pool as a condition of incoms tax
A el .

dedugtioilﬁy or by otherwise requiring self-miured employers to participate -
in such programs. ' . \ ' :\ . -

- . '
. n . .
. . .
In a similar vcfn thero are{w nunber of state ltwsgemcted to protect

v . ., i L)

the 1n.erasts of tufferent classes of px‘bviders.. These laws often operate to  »
prgv’ent the es\:ablishmcnt of preferred provider- plans by insurers and stand in
. ' the way of negotiat_ions between insurers, and providexjs. They essgntlhlly

a

. \

. . .
. . .
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precluda any 1nsurer from restricting in any way any bcne?ichry s "frq‘cdom to
choqse" any hualth pro’ider the lnsurcdxkshos /\n intemstlnq experiment is
beginning on this subject in Californla; and wo should Know before tao long

whaethar computltion among providats \wiu bn. cnhlnced by California's new law

allowing an lnsurcr» to negotiate with providers. Nota the Califqnia law +

still does not allovg more, than one insurer to Jolntly neoouate ~
) -

. -~

. last, we-wduld. like to share data and enga,uc in Joh\t cost containment
actlvit'&es such as ncgotiating with health providors, the development of

fnysiclan profilas dand pntterns of care, and other 8uch activitlas‘ h

.
- i

Spuclfically
vy

\
1. Insurgts should be authorized Jointly to collect, analyze and use ©

information on the .quality, cost, or utilization of health care services,
. -

- including the development of regsonable, or preferred utiMzation

practices as guides for 1nsurané'e reimbursements to providsrs. In other

words, commertlal insurers Mbuld be able to Join together to assemble

data. :
a

. T

1
2. Insurers»should also be empowered coﬁeotlvely to negotiate with
#ealth' care provjders tb deve utilization standards. ‘It should
further be possiole ‘for ‘lns joinfly to contract with review °

organizations to provide peer review and comur&{\ospital review for
'.--(priva_te patients arld to prgovide data to such‘ox:ganlzations. ’

r +

for that reason, the Health Insurance Association strongly supports

. T

S. 2051 1ntroduced by Senator Arlkn Spacter, . .

L)
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8 unfair, and ort that will do nothing tb stop health-care-cost inflation, nor

" the employee benefit packags.

_— | 191 .

Senator Spectar's vill will, for the Tiest time, allow insutance .
comwnnjes to cooparqta in colloctino, sharing and using importunt hu;lth cate
data to analyze costs and quality. That data, in tugn, can be given to
consumars and ampfbyeé\, thus hulpfno tham make more educated health care
dacislons. Ang finally, the bill wlfl give those who pay for hospital care
the ability to join together, to negotiate er battax rates and care without
violating fedaral llu\ '

¢ _ o .

Most sibnif!éantly, the bill satisfies o important criteris’ in the

hation's fight to centrol rising costs: First, it creates ctompetition among

. hespitals, and second, it is a privuta sactor 1nitilt19;”requ1rinq no taxes',

no governmcnt interveq;ion and no udditional.burden to patibénts, consumcrs or

-

E&gloyaq Hglith Tak

. \-'\ ’ “
¢
On the other side of thelcost containment coin, Mr. Chairman, the
Administration has asked Copgress to levy a tax on smployee health plsns es
N

part of its F.Y. 1985 legislative program. . v

¢
4

The health insurance industry opposes this proposal as discriminstory, .

will 1t raise the revenue suggested as_labor-msnagement negotiations rearrapge

- . .0 -
[ >
. .
+
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’\ Among the arguments against such a tax are a following: h
..1. 4 Ta oo

* . 1t penalizes oldsr workers. Eldarly groups tend to use hoalt-h-care more * 4

freqiently than younhger, heaithler workers. - Hence, the cogt of hen.).th '
insurance for a group which includes more than tho averloo n\mbor of .
* " older workers not ‘only will be higher but could dlscburgqs many employcrs
. * from hlrlnq the older workor Under the Admlnlstration porposal, these . L
ot groups will be adversaly affected by a cap, while younger groups wuih

. ! §
. 2 oo simllar coverage may not be taxed., - : . _.5-4'.'}-_ ) . . .
- . e :
. h s ‘ Tk -
.. g% lites those in hazarggus, him-rlsk occUpationJg. . Sou'c oroups, .o

' 5uch as iron workers or Coal mlners, are usually considerq({& higher
"rlsk-, " end are typically charged hlqhar health insurane pren‘llums These
groups ‘coufd be unfairly taxed while other groups with similar -

i "

cove:aga-\-such as clerical workers--would be unaffected.. - - :

a

** It is a forp of “dovble taxation.” The Health Insurance Associatiop of
g

America estimgtes: that Medicare and Medicald paywent practices will

xesﬁlt_ln $8.8 blllion bein) shifted to patients covered by prlvnté' .

* ¢ . . . N

health insurance in 1984 to make up for government underpayments fo

1)
)

hosp;,t‘als.- For the govefnment to shift th¥se costs to the private sector . ‘

and then putng tax on-the resulting hlgher insurance premiums is patently ° —
e . .

.
’

unfair. ' . Lo .
Ty .
P N + 7 : \
. It unfalrly affects ce'r!:aln geographic areas.a The cost of mealth care is ’

’

3 “ .
. higner in some Areas, such as le?gtropontan cities. A single .

v national tg:t cap docs'not take gé®graphic differences into account, and

e

* -~ . ' L3
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thus would particularly penalize those in.high-cost 'are.\s Conversely,
if would allow the tq—frcc puromsc of mueh’ more Qenurous benafit plans

by those in low-cost urcu .

.=

: ’ ‘a IS . -
* .1t goulQ rasplt in rqdugeu coveragp for prevantive care gervites, As

employeas scramle to reduce p\eir overall prenfium n&tn. essential
prevantive care Services such as dentnl c.re, vision care, mental r\nlth
behafitsu and slcohbl, nno drug abuse services may be nmppao f.rom bamfit
plans. Dropping these banefits cpes- notﬁ'ing to rcduce hospital costs,
v " and In the snd may have the tpposite effect. .

N
v

* Mp. Chairman, all of those 1in the pn\lnte sector yho havethe rost to
'onin from cffectivc hospital cost containment - the smployers, the unions, tho
' '- insurcrs - 1n essence, q}] of those in thc private sector on the paying sioo }
'of the eQult’ion -~ say th&}cmployea hualth tlx will be ineffectiva in curbing

. rising costs and pre oppos‘lld‘ to its enactment. ’ o -

\ ’ ’ ¢ - M
. ‘. ’ e N ¢ -

- . . -
' Co It is a fsct that ths medical expsnse people fear most is hospital

| 'equnse. and 1t 1s hospitslization. insurance that will be the last, and 1glst,‘
K effected by this prop'osal.
] ) ‘V ! i -
] l M / \
. - . / ; .
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Tne most sensible approach to keeping.hospital costs updgr control is
prdsﬂectivc payment.reform that applies to all patients, not just Medicare )
gatlents' Rising costs n;c not jhs; a MadicaQ?-MadicaLd problem'but a
nat fonal haalth,;urc problem as well, A proapcctivu all«patients system will
*‘_'rorca cost saving incentives into khe structure of hospital pnymcnts and -

operations, and will. have many times tRe impact of the band—aid approach of
* . . .

taxing workers' health insurance premjums.

.

. % are beginning to see that prbspactive payment gystems that include -

all-payers, Including Medicare, now in place in-four states, can work, Thare. .,
\ .

is no reason why the Congress should try the untested theory of taxing health

. "
insurance premiums--and every reason wily it should not.
L . ¢ ¢ ' ! .. -

ﬂgaiﬁ, HIAA énd lts;ypmber companies share this Committes's &onqggn over .

rising health coests. We’appreciate the opgortunfty to present our views. I

. will be pleased to respond to questions, . \ R
. . v ) ,
i — ,
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* that ave more life}y to join HMO, Older workers with higher health

\ = ‘o 195 ° .
Senator Jueser. Would you support the idgs of a nationaljhealth
policy commission which was recommended by=Mr. Califano earlier
today? = = ' ' .
Mr.. Dotsor. Yes, we would. Wg have suggosted i that past a
" Presideritia]l commission composed of the parties at inteyest, feel- .
ing that you need the expertise of hospitalsgdoctors, insurers, consum- '
ers, bmployers—all these as a practica hat have political cleut
need to bo part of the negotiations. - '
On the other hand, we also think that this is an immediate problém
and it’s such a large problem that there is no one way answer and we
wauld hate to sce such a comvmission delay implementatiol:3 of other.
.cost noeded legislation such as we liave already suggested. ‘
Senator Jersen. As more and more people move to tho health main-
enance organizations or the r'efq,rre(y provider organization systoms
iirov.iding realth care, what does this mean to the traditional health
"Insurance companies? . \ ' .
Mr. Dorscr. Well, they’ve responded in a number of ways ar‘it’s
beon a very interesting phenomendh?. . e Y . .
First, the insurance companies, and the HIAA in particular, have '
supported HMO legiglation in the past and companies individpally.
have invested in HMOQ’s, both owning and operating HMQ’s; or,
financing them or lending them money. %o'they see it as a good com-
petitor. l’i'hc_v see it as another way of helping to hold down costs.”
. One the other han , while HMO’s haye increased their membership =~ .
Substantially, I'm nét sure thdf they haye taken 'a large share of the

. market as yet. In other words, we started with Kaiser right after the

-Secontdl World War, and it hasn’t been such a fantastic idea for every~
body that they have yet taken over the world, I think they may be 8
percent of the market at this point. So that in any particular area,,

* they have not been a real pmbi::m to insurers. It nay be a’problem as

yaunger people inginy pprticular company-switch to IIMO’s, and it is .
usually, we havef observed, primarily younger, more mobhile workers

costs may in fact’stay with the traditional indemnity plans, assuming .
the employeg has a multiple choice plan. .
This doesn’t present any real problem as long as the employer is
paying the entire cost of the health plan. Tf he’spaying both, there is.
no real problem. Tf there is a substaritial employee contribution, how- e
ever, you may in fact get some adverse selection, which means that .
. because the cost to the older workers go up and the cost to the younser ‘
workers go down and you start creating'economic problems within

. the plan whichthe actuarie€have to cone with., #

, Sonn.to‘r JEPREN, Dofon have any closinYy statement for ﬂm‘rooord?
T appreciate your téstimony. Tt was terse and pight to the point and
a zood wrap-up and good creative ideas. Do you hava any additional

- statoment $ . s

Mr. Dorscrr. Well, T think you've had an excellent sprend of wit-
nesses hére, many good things to say, and T think it is a prehlem that

. does have to'he faced by the: Congress. 1 want to commend you for

taking hold of it, siv. anpd inviting us to’be here. _ ,
Senator Jepsen. T thagk yon. ' . .
. . ) ry ‘ .
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The purpose of today’s hearing was to take a broad brush look at
the health care costs and, in closing, I'd ltke }o try to summarize
what I consider some of the key points in this hearing,

-First of all, ¥ think'all the witnesses presented some vory thought-
ful testimony which will ive Congross n great deal to think about.
I think we had' an interesting cross-section of . viewpoints that have
been beneficial, Cledrly, thove is o great deal of debate over, the ques-
tien of*whether wo need to rely more on market solutions to the health
care cost problem or whother we should turn to groater regulation.
The problems we faco are serious and, as was pointed out, the costs

are only going to continue to rise and 'the longor we wait to grot at

the problem, the harder it’s going to be to make these changes.
I'd like to mention that this is only the first in what T expect will be
a series of hearings on this topic. T think the fact that there WRS S0
much interest in this topic is testimony in and of itself to the serious-
ness of the subject matter., : :
(Going into today’s hearing T did not expect to be able to walk away
with the answers, but T think we've had some very interesting. ideas
-placed befote us for consideration. ‘ ‘
So I'would like to take this op vortunity té thank those people who
have been watching this hearing here and at home and let you know

© that the committee welcomes your comments as woll. If you have any

ideas on how to get at or how to get health care costs under control
and you would likd to bring thein to the attention of this committee,
yow can write to this committee, to Senator Roger W. Jepsen, chair-
man of the.Joint Economiq,Committee, Dirksen Senato Office Build-
ing, Washington, DC. The ZTP Code is 20510, i

1 thank all the witnesses for taking the time to be'with us today and
I look foravard to the centinuing diaﬁ)g in the days and months ahead.
I will ask that the record of this hearing remain open so that any
witnesses who wish to do so' may submit additional- material bofore
wo close the recerd. ’ ' : -

This heaging is now adjourned and subject to the call of the Chair.

| Whereupon, at 1:85 p.m., the committee adjourned, subject to the

call of the Chair.]
» <«

<
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HEALTH CARE COSTS AND THEIR EFFECTS ON
~ . " THE ECONOMY ‘

WEISNB‘%SDAY, AUGUST 29, 1984 "~ .

\ 7. CoNoress oF THE UNITED STATES,

' ' - Joint ' Economrics CoMMITIEE,
o v Washington, DC.
_ The committes met, pursuant to notice, at 1:20 p.m., at St. Luke's
Student Residence Auditorium, Cedar Rapids, IX, Hon. Roger W.
Jepsen (chairman of the committee) presiding: '

Present : Senator Jepsen. : _ .
| Also present! Willinm Finerfrock, legislative assistant to Senator”
Jepsen. T . +

OPENING STATEMENT OF SENATOR JEPSEN, CHAIRMAN

.

'

. start ahything by making an apology. Also they say if you have timm -

tos © by air, and that’s what happened in this oase, but. we are
glad to be here and thank all of you for taking time out of yout sched-
ules, busy schedules for being here today. I would like to thank also
St. Luke’s Hospital for allowing the Joint Economic Committee tg
use this facility..To our witnesses and guests, I say welcome and
hope.you find today’s proceedings both informative as well as enjoy-
able. From the looks of our agenda, wé have & busy day ahead and I
will not'take a great fleal of trme with iy opening st}v.t_emenb.

I would like # point out that this is the second in‘a series of hear-
ings I have asked the Joint Economic Committee to cortiuct on health
care costs. The first hearing wds in Washington, DC, on April 12,

Son!to.r Jersex. This meeting will come to order. We should never

1984. The committee heard testimonhy from a wide variety of witneésses -

at that time re resentin]g providers, consumers, and the health insur-
ance industry. Today’s hearing will be similar in nature except that

".our witnesses will look at health care from an Iowa perspective rather ¢ -

: 't-h%n o national perspective..

do believe the Federal Government can learn ) great deal from —
Fows, Our State has o ﬁmat deal to be proud of in the area of health
carg and' it is my hope that this forum will provide us with an oppor-

© tunigy to look at some of the things that meke Iowa so unique.
It many ways, the health care debate in Washington is much like

anything about it. o
These is no question that health costs are rapidly getting out of
hand. Tt hasmow been estjnated that the American people are spending

approximasely $1 billion each and every day on health care costs.
L a |

the weather,  lot of people are talking about it-but nobody is doing

4
37-264 - 85 - 14 ° L 202
| oL

LY R . o« te . .‘
» v




-
\

" rocketing health care and not the causes. We have nevet had a clearly

-

: ) . 108 - T,

Séveral months ago, during a discussi6n on health care with a num-
ber of Towans, someone miso% the question: “Who’s to blame for sky-
rocketing henlth caye costs ¢ ' .

One person in the group offered that it was the doctor’s fault, an-
other suggested that perhaps the hospitals were to blame. Still an- .
other suggested that sctually it was neither, but rather it was the
insurance companies that were driving up the cost of health care. P'm
&ure this is familiar and you've helard this type of roundrobin discus-
sion before. - - ‘ P .

. But as we discussed the matter further, we came to the cbnclusion
that it was really unfair to blame just the doctors of the hospitals or
the insurance companies; that indeed consumers, business, and Govern-
ment were to shqre, if there was blame to spread hround, were to.share
in it as well, . ' n

I suppose the question, “Who’s.to blame for skyrocketing health

\

pacare costs?” can best be answered by the cartoon character Pogo who

ce stated, “We has met the enemy and it was us.”: »

* During today’s hearing we will be listening to the people who make
up that “ns”—doetors, lawyers, hospital adninistrators, nurses, husi-
ness, Government, and consumers. _
> A3 cveryone in this room know8, however, rising health care costs
ato more than just statistics or dollars. Health care'meaps people. For”
many years now it has been the policy of the FederatGovernment to
try and see that health care in this country is a right, not a privilege. |
Tt was this obligation which led to the cieation of the Medicare and,

“Medicaid Programs. And it is this commitment that has led to some .
of the changes being made in oitr health care system today. - :

But up until now, we have tended to only look at the results of skv-

spelled out health care policy in this country but rather depended upon =
a variety of programs to come together and-become a policy. )
Congress and the administration now appear ready toekle this

" major undertaking with joint cooperation and working together on it.

Your insights and observations will be a key to helping us develop
an intelligent health care policy for this country. et us learn from .
your experience and make improvements for the future.
Someone once described Washinston as 14 sanare miles surrqunded.
by reality, Well, I can’t think of p better place to get a taste of reality
than right here in Cedar Rapids;TA. ks : _ ' N
T welcotng you all to this hearing and J look forward to your :
testimony. ' '

. = We have four panels. One is a.consumer panel, the first oné, the

“second is provider perspectives, and the third is funding sources and
the fourth is futute planning. So as vou sec, onr witnesses todav do
represent a wide variety of interests. We have individuals renresenting
the Town Retired Teachers Association, the Towa l\gfziicn} Society,
nursing homes, urban and rural hospitals. hgme health tare. attorneysh .
insurance, Governmertt, not to mention infividualy tétifying from .
their own experience from personal viewpoint as well 4s from busi-
ness perspective. We'will start right, out with the consumer panel, and.
T would like'to welcome at this time Julic Beckett from Cedar Rapids,* .
who, will' be addressing a long-term care and home health needs Jim '
Shipley, chairman, Stete Nursing Home Asgocintion, and hext to him

- .
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0s, the g("ntleman in the conter, in the middle, with the

‘ . yollf-and blue tie and the blue jacket. Wavne Pos is a logislative ep-
' resonthtive for the Rotired Toeachers Assogiation. And Denise, how do
/ you ptonounco that? o

[

Ms. Roquerre. Denise. - o . :
Senator Jersen. Denise. Tt would help if T got the name right. Deniso
Roquette, Cedar Rapids; Jean Flanagan, Cedar Rapids; and Jim.
~ * McLaughlin from Monticello. We will start-with Julie Beckett, Cedar
' . Rapids. - - o

STATEMENT OF JULIE BECRETT, CEDAR RAPIDS, IA

Ms. Beexerr.-T am supposed to spesk dir long-term care this after-
noon mainly becausd my danghter was involved in a long-term care
« institution at St. Luke’s for n%oﬁg period of time. T am also involved
in’an organizdtion which is helping to alleviate some of the problems
that long-term care parents are having. ‘ ]
$ There are so many things to discuss when talking abouj long-term
care. I often wonder where to begin, but of course I ﬁu’ve to begin with
Katie, for she is the feason I’'m here at all, . ’
Katie’s history of being a long-terin patient started s years ago after
a bout with viral encephalitis which loft her comatose, fotally para-
lyzed and progressed her to become ventilator dependent. It seems hard
to believe 1t’s been b years, but when I watched her last Thursday put
on her uniform and gather up her school things, I cepldn’t believe the
‘ * day had finally come for first grade. For here was a child that a little
over 2 years age was strapped ix the confines of the pediatric intensive
cave unit in this very hospital, lipiiting her exposure to other children,
to a loving family, to a loving community beyohd St. Luke’s Hospital.
We had reachqﬁ point in which Katie’s hfe had become stagnant.
There was nothing more for them to do, but maintain Katie’s care at
its curyent level. The nurses and therapist. had taught Mark and I all
about taking care of Katie’s needs, and it was proposed Katie should
go home, ventilator and' all, It was a beautiful day tll;mking Katie
was finally coming home gfter 3 years of running to the ospital-three .
and four times a ‘day. You don’t have much of a family life in an in-,
« . “stitution, even with one as caring €5 St, Luke’s Hospital. But- ghortlg
after the joy of-thinking about having Katie home, reality set 1i an
dashed our hopes for a “normal” family life. ' SN
» - Money, “the almiglitly dollar,” was going to keep ugaway from our =
=4 little girl. Katie had incurted such expenses in her ng":;stmfgle for
life, far beyond what our insurance would pay, and had been placed on
: the Medicajd ‘yoles 7, months prior to her d)i'sc'ha ge. Medicaid 'rules
' had been allowed to apply to Katie because she was an individual and *
- not living under our income. When Katie left the institution her status
would again come under our depéndency and we earned too fnuch
money to allow Medicaid to help with farther health care expenses
even though, we could never earn enough to.pay for her in-house an
« . in-home hospital costs. We were canght in the typical “Catch 22.” We
.went through- the normal channels to try and get an “excéption to
policy” from the Department,of Health and Human Services. We had. -
to réview the brushes with death that had occurred throughout Katie's .
lifo.. We gathered statigtics to show tho cost effectiveness in home
~ health care. We did everything we eounld to convince them. that this
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+ munity hasMeen affected by Katie’s progress. Every

Y . v

% , - - . . .
‘~was going to be Bomueh better foy Katie and her family if they could
allow her to’come home on Medicaid status. - -
After a vety frustrating spring, summer and fall, we received a
rejection t6 our “exception of -polidy” pled. But, we had one person
in qur corner who had taken the time to listen to Mark and I, and to

meet ‘Katie: His name is Tom Tauke. Congressman Tauke had sup- -

ported the idea of filing for an “exception to policy” md had evén gone
so far as to have a staf? ei'son work-with Health and Human Services
to gather statistics tovshow the cost-effectiveness. In late October, it
was Tom’s office that had received the rejection first. The Congrgssman
then took matters into his own hands by going ‘directly to tM® Vice~
President who was heading the Regulatoryglgeform Commssion. Here
was a perfect example of ‘where .Government failed the eommon man.
The rest is history. The President learned from the_Vice-President
and in_a news gonference ori November 10,1981, used Katié as an

example Of\ how “hidebound regulation” forced Government to be

inhuman, . . : Q0
I’'m very proud to say that since then, many persons have been
allowed to reccive a walver to allow them to leave institutions and
thrive in the environment of a caring, lovipg home. What we have seen
from this is the prognosis improves dramatically. With Katie alone,

. one area affacted—her speech—has improved so much-so, that she no.
_ longer needs sign language and can be mainstreamed in o, first grade

classroom where other children can learn about life of a““dis&bled”
person. ' et L
_ Katie has been set as an example for home health carc. She has
nnmoved so much, that the ventilator which ‘'was needed 16 hours &
day when she first came home, is now only approximately 7 or 8 hours
a dhy. Wo don’t refer to her as ventilator dependenty but ventila-
. torassisted. - . AN . — :
“ She still needs a daily regime of activity to keep tus quo and
Mark and I perform that as a part of our daily rou
out worry and strain, but ig.all worthwhile and we w
ot go bn-clﬂo life before home health care. Ever;

t and could
in this com-

in what “we”"haveall done for her. - ‘ )
When Katie first left the kospital, all contacts had been made with

" specch therapist, physical therapist; occupational therapist,-vendors,
suppliers, all to meet the needs Katie had. Over the vear? these needs-
_have had to be revised.but they arestill’in actuality. Her care plgn has

been flexible enough for growth and hecause of that she has succeeded

to become the active participant in our society, not a burden to our

society., - _ - .

What about other cases in Towa? Well, without the coordination of
services, families cannot take on the added needs of téchpically assisted
children at home. We are verv lucky im Iowa to have \any of those
services already in place, but it is connecting the child up to the ap-
propriate persons that does not always happen. I felt up wuntil last
Thanksaiving that’ things were going fairly well. but then I learned
of a family with the same problemns we had with Katie, struggling to

t’s not with- -

» takes pride -~

£

make it through the systems. I realised then that family support,infor-

mational resources and education of parents and professionals about

home health care needs was an absolute to successful home cate plan-
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ning in-our Stdte: Since then T have organized a SKTP chapter for the .
State. SKIP means Sick Kids Need Involved Peoplg, T have worked-on
the Federal level By identifying needs families are having all oyver the
. country. I haye worked to encourage other States to develop waiver”
- programs for all persons, and I [ave worked with our own Stato
S crippled children services to establigh a regionalized plan for home
" health care for-children with chroni¢ long-term illness. I am hoping - »
with this health caré plan, services will be united, working together,
to help families meot the needs of their children while communities «.
graw 1n the' pride of helping one another and share jn the successes
as these children nurture to become responsible dedicated citizens.
Thank yoy. L ) . hd .
Senator Jergen. Thank you, Julie. Now, Mr. Jim Shipley’ on.the . |
- concerns of the eldérly population. I would advise the members of the
panel that your~prepared statgments will be entered into the record,
and you may therefore summarize or proceed in any way you may _
desire, but please kpow that your statements will be entered into the °
record, and then yoll can do what you want. Mr. Shipley..

STATEMENT OF JAMES E. SHIPLEY, PRESIDENT, I0OWA HEALTH -
. - CARE ASSOCIATION, ANAMOSA; IA -

. Mv, SnipLEY. Senator Jepsen, lndies and gentlesaen, L appreciate the - .
s opportunity to addresg you today and present'my thoughts and obser--
' ' vafions pn the concerns our elderly population have in regard to their
*current and future health needs. In my day-to-day activities as presi-
« dent of the Jowa Health Care Association and as a provider of long- -
, term care services to many Eastern Iowa elderly and handicappod
. gitizens, 1 feel adequately prepared to present their concerns to you.
1t will probably come ¢ no surprise to you that financial security
and health are the top concerns o} our sonior citizens, and. not neces-
~sarily in that.order of importance. I find that a high percentage of
‘our elderly are very well aware of the problem of high costs associated
with our current health delivery system. They understand that the
system will need to be changed in the future but théy are apprehensive
and have yuestions such as: : o
First: What will be the aviilability of future services and where
‘will the resources come from ge payfor them? | A .
Second: Do we view quality Henlth care as a right or a privilege? °
Third: Will wo be able to maintain our independence in making
decisions relating to when and whére we may stek services?
Fourth: Wil ave in rural Towa have access to quality and high tech \
services in our home areas or will we have to reloe%te to say uer.n
. areas to veceive such care? ' ;
Fifth: What about quality af life? We are aware that theability
- td. sustain life through the use of technology outstrips our ability to
make prudent decisions regarding when to sustain life. ' —
These are but a few of the questions our elderly citizens are asking
but they are perplexing .ones thiit need to be addressed in the near
~future. The problem qf yiffordable quality health care for the elderly
will only intensify {n the future. Inasmuch as personal health services
are rendered to individual people, the demagraphic characteristics of
. Jowa and the nation are basic to understazding changes in the delivery
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crucial to planning for future delivery rosolirces to meet future popu-
lation chapactoristics. . .

The State of Towa is in the midst.of profound demographic and so-
cial changes. These changes will alter individual and household be-

of health services now taking glace. This understanding is even more

" havior and directly impact the demand for health«are services for our

elderly. While the population for-the entire State of Towa giew 8 per-

cont during the last decade, tho number of people 65. and older in-,

cregsed 11 percent. and now represen a total of 13 percent of the State’s

l)ation. The younger people-are moving out of the State in
significant numbers and those over 65 tend to reingin in their ‘placo of
residence. Towa now ranks fourth in the Nation in termsof percentage
of population over 65; these are the citizens whose needs for health
carp will-increase sipce statistics demonstrate repeatedly that older

people tend to meed health services at least.twice as offen as the -

younger population. . -

The Cajter for Hospital Finance and Managemenf at John Hopkins
Universify. commissioned a report which shows that with life ex-
pectancies” incroasing at their curtent rate, the numbers of persons
over 85 years of age will increase by 75 percent during the next 20
yqars for-the Nation as a whole. In Towa the population 85 and older
1s expected to doubleby the year 2020.

With these demographics in mind, it becomes obvious that one of
the most,important problems for us to solve in the next two decades is
how to balance tho health care needs of & growing elderly population
agninst the diminishing ability of the wotking populstion to pay for
it. . . . s ‘
What is so obviously needeéd is long range plarining on both the
national and Stato levels. Within the .present system it is po!ssiblﬁ
that very few services would boe available to the eldérly and poo

Towans: in the future as the health care expenses of gur elderly are

. very-largely paid by Medicare, Medicaid and other Government pro-

grams. Shortages of funds for these programs will cause the Gov-

ernment to respond to the crisis. A better approach is to recogiize

the problems now and develop a plan to'solve the problem in a rational

way rather than to plan by default. L

" No one entity- will be able to respond to the problem of gssurinﬁ
s%nior citizens.

is a societal problem which'must be approached y évery segment

society. But we need a leader in these efforts and I certainly hop

our United S¢ates Senator, will assume this role. Thank you. :

... Senator JerseN. Thank vou, Jim. As long as we got the microphone
down there, put it on Jim McLaughlin.- James:McLaughlin, emerg-

ency health care, from Monticello. Jim, please proceed.

STATEMENT OF JAMES N. HOLAUGHL_IN, MONTICELLO, IA -

Mr. McLAuanLIN, Senator, can you put & price on the unnecessary

* loss of a.human life? To the Government it may be the loss of several

thousand dollars in taxes annually, To the local merchant it could
mean products not. purchased. Byt to the family it is a tragedy of epic

" proportions——whether it be the father, not saved from a heart attack,

& mother or child lost in an automobile accident, or a badly buned fire
¥ietim arriving too late for tdeatment. : o : \
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. The big nows is that the aig pmhulance shves time and it savés
liveg—and it does it day after day, year after yoar. . ~p

It is the chain that ties the smadl hgspital to the larger, better™ *
equipped city hospital. Tt is the reason that T am- visiting with you -~
toduy, after neavly dying of a hehrt attack approxilm\tel¥ 2 years ago.’ ‘

Yes, I can porsonally. testify to the speed of the bird, the dedication .
and efficiency of the personnel, and the comfort that comes from
- knowing that yeu are in* competent hands, and that everything 1s,
being dono far yQur well-being that it is possible to do.~ _

In no way do 1 want to belittle the role of the lacal ambulances or
‘the local hospitals. Thay all form vital links in the safety chain, but
the big bird is like Superypan, able to leap the tallest bmldings) and”
‘ygnore the busy highways below. Whenever there is an emergency, .
n{xld time is of the essence, the lifeguard ambulance needs.to be availa:
able.

Traveling on the lifegnard is not something that you fear, the
attendants ﬁmd e mpm‘edk and ready to depart in a matter of
minutes. T am told that it takes approximately 15 minutes.to travel
«from the Monficello Hospital to St. Luké's where I was troated. I did T
not time if@nor did I worry, as I had complete confidence in the men

andsn their life-sustaining equipment. vy '
~In a very short period of fime I was hooked to the monitoring sys-
~ toms of the hospftal and had all their lifesaving techniques at my
d*'lspo'snl. But this ig not about tle hospital, it concerns thé men and the "\
whirly bird who are ready to quickly transfer accident victimps and
all who are in medical need to the aveas of special lifesaving equip-{
mént> - * ' o
We have always been told that ‘a ‘chain is as strong as its weakest
link. The lifeguard plane is the secure link that may have savéd my Iife
yesterday mrg Iay saVe youts tomorrow. : . : .
‘Emergencies do not announce their coming in advanc¢él Not one'of
you in this kudience today can guarantee that tomorrow<r in the near
future you will not be the one needing quick transportation to an
emergency- facility. T live on a farm west of Monticello and we often’
sce the helicopter as it passes near our farm. Two of our immediate " -
neichhors have also had this lifesaving.ride. . ' "
If you are asked to contribute to the nir amMulance, in order that it
will always be able to flv, do so, If taxes are needed, I can think of
no better place to use them. If 2 government grant is necded. let us *
. urge our Madérs to support it. Let ns put our energies and our dollars
to n positive purpose—that of saving lives. I, for one, can endorse
that program., _ , o :
Sonator Jepsen. Thank yon, Jim. Wayne Pos, legislative representa-

. “ .

" tive of the Retired Teachers Association.

..

- N . - Ad ¢l \ ; e ' .
STATEMENT OF WAYNE POS.*LEGISEATI_VE CHAIRMAN, I0WA
RETIRED TEACHERS ASSOOTATION, DES MOINES, IA - -

Mr. Pos. Thank vou. Senator, members of the panel, and friends.
Probahlv sonte of the ideas which I will procded to give will answer
some 6f the questions Mr. Shipley raised and maybe some of the ques-
tions which were raised by two of the previous speakers. '
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Hovwever, all the answers aren’t here, All the questions haven’t been
asked. As a“senior citizen, I fegl that T have some right to speak as a
sonior citizen for senior citizens. The heglth care industry is one of
the largest and fastest. growing sectors of the U.S. economy. I just
about changed that spelling to specter, Sinco 1967, heth spending has

increased on average over 12 percent per year while the economy as -

¢ 'a whole has grown at only 9 percent per gear. Health care sPending.

has taken a larger share of the Nation’s total res urces—riging from .
(&?'P i 1967 to 10.5 porcent in 1989,

6.4 portent of
"Mn 1082 hospitals

continued to receive the largest share—47 ped-

cent—of the $287 billion, more than T can comprehend, spent for pep-
sonal. health care sorvices. Morsover, hospital costs and revenue con-

tinued to increase at

double digit rates. Over the past 5 years, hospital

room rates have increaséd at 214 times the genera rate of inflation.
~ Over the past 8 years, Congress has enacted a proximately $25 bil-

]i_on in Medlom-esge
tions have been ac

nding reductions. To date, these spending reduc-

rieved through increases in” bepeficiary cost-shar-

. ing—that is, inergaged in part A and B deductibles-and comsurance—

which: incrense their

to hospitgls and p

1C _ ' direct out-of-pocket. payments for health care
services and thro'ufh‘ lmitations in the amounts which Medicare pays
wysicians. Here are just a few of the ideas I would

like to have you consider. To restrain the rate of inerease in total health

caroe sqgnding, the following cost containment strategy shonld be s)ur- :
First, tho rate of increase in hospital ex;;anditures should be
ited to a fixed pcrcenm]go rato that is reasonab)

sned :

- al inflation rates. Th
party payments to h

im--
y in line with the gener-
o limit onge established should apply to all third-

ospitals. Second, the gconomic incentives that are

CAUSING eXCossive ox[}nnion of conventional medical facilities, particu-’
1

larly hospitals, shox
on depreciation ded

d be,removed : For example, by imposing limits
uctions when hospital /Mursing . homes are sold.

Third, health care service delivéry should be restryctured .away from
acute-care institutidnal Settings, with (Fl'eatel" emphasis placed on pre-

. vYZ)tgtivo, communit

y-and-home-based gorvices. Wourth, Government

“relgulatory’ programs with the potential to yield significan®savin
should be promoted along with effective measures to promote competi-
tion in the hoalth care industry. S ' ‘

Over the long run, health care delivery should be restructured to
*expand the supply of needed serviceg that represest less costly al-
ternatives to hospitals and nursing bomes. Competing forms of*care

+ delivery such as health maintenance and preferyed prayider organiza- -

tios, small c]inicsékmnd amblatory health care facilities of all kinds

shonld bo encoura

d to the extent possible, Greater use should also *
be made o#paramedical personnol—for example, geriatric nurse prac-

« titioners and physician sssistants—especially in un¥er-served rural
and inner-city areas ind in swoh neglected institutional gettings as
nursing homes. For the elderly. this kind of restructuring wonld mean
better-ncdess hot-only to conventionat medical care but nlso 1o a variety
of nceded' nonmedical, socidl services, like homemaker/chore maipn-

o« v

As par

s .~ tenance SQ“ViCOS and nutrition counseling services. =
of the Social-Security Amendments of 1983, Congroess has

ehacted a prospective payment plan to compensate hospitals for serv-
p ({) Y p P
i

. ices they render to Mo

care inpatients, Thg Medicare prospective pay-

mént system tuses -a case thix approdch, PRG, diagnostic related

) -

I . c
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groups, to dotermine the amount of payment a hospita] sill receive
}vnth respect to nnxI parttcular patient case. The amount of payment
13 based on rates caleulated for each DRG. If a hospital spends move

than its DRG rate o1 a specific diagnosis, it loses money. If it is ablo

to treat the patient for less, the hospital keeps the savings. This is a
good step in the right directioy. :

However, hospitals will attempt to shift-apy unrecgvered costs they
incnur with respect to Medicare inpatients to non-Medicare inpatients
and their private third-party payors, This could mean that the DRG
system will have little or no impact on aggregate hospital cost escala-
tion-—ut loqst until the DRQ, prospecfive payment plan is made ap-
plicable=—as it should be-—tgall tlxir!]—pm'ty pn%vors.

We believe that hospitﬁ%sk’m i

«

: N
n containwcosts, deliver high quality
cave artd earn a surplus suflicient to maintain viability while receivin
less revenne than otherwise under g\(_\ cost-plus . reimbersemen
thethod, | £ : L

Physician charges are the major out-of-pocket health care expense
for the elderly. S%xty percent. o% physician charges are paid directly
out-of-pocket. - : o ‘

Ta help- stem the elderlies’ rapidly risin out—of—pbcket exponses,
gaps in Médicarp benefits should be closed. An effective cost contain-
ment. program, along with a substantial reducfion in providér fraud
and abuse, could help pay for the bxtension of Medicare bénefits to

" include some of the currently noncovered items, and services or services

that are subject to dyrational limitations. )
The elderly--I can speak very forcefully about this—are major
consumers of prescriptinn and over-the-counter drugs and thérefore

*_have » keen interest in legrislation affecting drugs, especially drug’
prices. Drng ' manufacturers are suppdarting legislation to extond the
ferm of patient protectidw for preseription drugs. We strongly oppose .

legislation to’?.norense the ferm of patient protectiom for prescription
drngs. . ’ : .

We oppose deregulating the Nursing, Home Industry.

The last paragraph summarizes it all. A1l of us are well aware of

g

the rising cost of long-term care. However, that problem_is associated

with the aging of the population and the cost escalating factors unique

to the health sector of the economy. Tt should be vietved ndt as a prob-

lem for the individual or the individual’s family, but as a problem for

society as a whole. Thank you. - - .
Songtor Jepsen. Thank -you. And now Denise Roquette, Cedar

" Rapids, proceed.

. ‘ v b
STATEMENT OF DENIlSE ROQUETTE, CEDAR RAPIDS, IA ®

N \ - e . .
Ms. Roouerte. Thank yon, Senator Jepsen. My name -is Denise

Roquétte. T am®fulltime, single, working mother with two children

ages 11 and 4. My monthly salavv is $428.00. Qut of that $428.00 comes
food, utilities. retit, clothing, child eare: and other necessities. T hardly
h%\(‘n‘ﬂllgh to meet, those expenses. not to mention medical expenses.

office call-is anywhere from $18 to $25. The office call dogs mot.
;g((-.)lnd%g(;rg\écnption if it-is needed which can be as high as another
320 to $30. ' . - . :
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. people who are tryin

Jmt recently my daughter wad® rv ill. Since it waq after doctorq’
lours, T had no choice but to go to the emergency room not once, b lt_ o
twice, as well as her fnmlly doctor the noxt dav at a cost of %06
vou cah see, that is well over half of my monthly salary.

thqmans now require payment due w1th gach visit. For myself,
this is almost impossible.

P’m sure that I'm not the only, person in this sitiiation and do ndt
want to quit my job t thhﬂo Xd X, Tt would seem to.meo fof

o maintain a job anhd take cave of o home and
children tooxhere should ke some kind of guidelines or a slidipg seal®

A on what we can afford to pav As wa\%lmow vou have no choiee when

vou or someone in your family becomés ill, you have to go to a docto
T'm not asking for a handoit, as 'm sure other people facing th
same dilemma.ag I am mTmot. Hoavever, the fn((:{ remaing medical ex-
penses are and have bedn on the rise. Myself and others like me could
use some help. Thank you.,
. Sénator JEPSEN. Thank you, Doch Jodi 1\flll(*l Cldar Rnpldq

© : STATEMENT OF JODI MILL%R .CEDAR RAPIDS, 1A .

“Ms, Jom Mmm i‘lmnk You, Senator Jensen: rom\Mmoh 1979,
until Februavy, 1980, T was employed by Fleetway Stores, Tne. My
hourly wage was $3.15 per honr and T worked 8714 hours per week. .
This was my only source of income other than ‘5"&

was quppoqod to receive for child support. Tit a 4-wéck month:my total

_gross income—including clfild support, which T somohmeq dld not

receive-—was approxifmately $578.°

My health insurance was fully paid by the company, lmt my
danghter’s was not. The only additional goverame T could purchase
Hnonszh the company was a familv plan which would have cost an
additional $63 per month. So. T purchase n separate Blue Cross/Blne

‘Shield 80720 plam policy for mv daushter which cost $40 per month.

My monthly expenses of which rent, utilities, and telephone were
shaved were: $195 rent. $12 clectricity, $15 telephone. My cost for
baby-sitter was $120. $120 for ans to transport’ my daughter to the
baby-sitter and get me to work, $65 anto pivment, $32 auto insurance
and $40health nmn‘an(‘o Total monthly exnenses wore apnroximately
$599. A fter payine my half of the rent, utilities and telephone. T had
approximately $83.50 to ,purchase food and cover our medidal ex-

- penses, which at that time amounted to approximately $50 per month,

“eanse my income was too high. So, T felt that my only. alterna

-

In addition. if T did not receive mv child supnort for 1 or more weeks
thnt month. T cowddn’t even cover fookor additional medical expenses.
T called Social Services and filled out an nmalé}ntion for A.D.C.
and food stamps while' T was still working. T, was denied any ilwlp be-
ive was
to quit-work and to gd on A.D.C. My share of the expenses were then
redueed tq $208, 50 per month. T did not have the cost of habv-sittex
nor transportation I received $202 per month AD.C, and K77 per

- month in food. ‘-.tmnpq Most unnmmnt thourh wntt title "(TX which

covered almokt any medical expense T incurred.

T would like to add that since the heginning of the year. mv family
physician cost § ?877 my daughter’s pediatrician has cost $177. Between -
the two of us, Wop haulﬂfmn‘ (hﬂ'ol ent onmnhqt% a neurologist, Dr, Rmk,

A} R ! .

el A

per week that T
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which cast $460; Dr.”Boatman and Dr®Devine which oosﬁ‘ﬂo and
$250; and Dr. Zoler, $185. This amounts for about $1,70€ since the
beginning of the yéar, which had I been workihg, I \yould have never
boen ableto pay for,;ynd it’s beep all covered from title XIX. Thank

vou, L
Senator Jersen. Thank you, Jodi. And now, Jean Flanagan.

‘ ‘STATEMENT OF JEAR i"LANAGAN, CEDAR RAPIDS, TA -
: _ \ -
‘Ms. Franaoan. Senator Jopsen, ladies and gentlemen, I have been

listening to the og\er people speak, and I have gone through myyexperi-
ence with my father, who was a senior citizen, passed away, July 28,

‘T am afraid my veport is a little different than some of thege, because

of'the situation which prevailed with ug. I am here to report my per-
sonal experiencd with the illnesg and death of my father. Clea Fahrney.
He was admitted to the hospital April 2, 1984 and died {n an extensfod

“skilled eare facility July 23, 1984. I realize thero are reputable care
* facilitiesAvith qualified emPloyees, hut my experienco was a very bad/ i,

5
v

one, THis care center is for veterans.gn extended care, private pay

cople, and patients who cannot stay 1 the hospital due to changes .

in'the Medicare Program. -,

My father was admitteel to the hospital and diagnosed ad a cancer
pationt..Ha was 86 ycars of age, still employed at the time he became ill
and had worked the mornige he went to the hospital, T sat with him
12 or-13 hours a day everf day until his death. He was allowed to stay
in-the hospitgl 80 days, then we were told we had 8 days to take him
somewhere clse, even though hd conldn’t walk anymore and had lost

20 pounds. Many mistakes had been made, but the ordeal changed "
. from terrible to pitiful. ' o
Theo following are some of the complaihts I registered with the State

Department of Health; The food was“of poor quality and prepared

very bad. The-day the State investigated, they had people there from’

the home office and a good megl was served. Medications were not given
correctly. Due to my father’s difficulty in swallowisg. his pills were to
be mashed and given in applesauce. Charts are not referred tb many
th l(;s, and’ T would have to tell them this had to be done or he would
choxe. - ‘

they had’put his teeth in upside down, There was & great misuse of
enemas, lixatives, and supposits i&&ll’eople were given them and left
to go in the-bed or 1dft in tﬁe bathroom for a long time. When'we first
arrived. my father-was left in a bathvoom for 2 liours in the middle
of the night. He ealled. fog hélp until bo was hoarse. When it was re-

ported, a rude response was given back that he-should have turned on

“the light. T checked the light and found the cord was broken. I felt
it had been that way some timé becaunse the cord wag frayed. He also. .
was left on bedpans for long periods and given enemas and left with

the result in his bed. Flo never complained, but he would ask me for
help. After it was discotered he was allergic to the suppositories used,
his doctor gave orders never to nise them again. During the night, not
once, but on two different occtsions, he was given a suppository.

went throngh tervible suffering from this. They either didn’t check

the chart ov igngred the doctor’s order. One of the nides told me she

. ’
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One day when I arrived, he was trying to eat his breakfast and
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Jas go sorry and she had begged them not to do this b‘o/canse she had .
Seen it on his chart. ) v '
.1 have obscrvéd many instances of what I ‘consider abuse and will J
loavo this information '}’m: you. My feclings in this are not only per- {
sonal for-a terrible ordeal by my father wigeh he had to endure, but I
~havoe lost two' fine husbands in war; fighting for this country and whag
Lt sug{uls for, and sqmething is wrong that we are letting our sick and;
-olderly people and ailing veterans go thyough this kind of treatment.

“I'ho door ‘is open for unscrupulous people to use the lifg savings ‘of

people who need care but instead are receiving misery or cyen doath. .
*© Tho State Doepartment of Health docs investigate com[c)Y ints and :

vequests correction. Howevet:, this course of action tvould not be neces- '
sary 1f they wore more closely monitored, 1t js correct Medicare has
béon misugeds byt there must be some other v ay to correct the situd-
- “tion other than what is happening now. Compassionate health care for o -
. our sick ayd elderly must not dnly be a goal, but a commitment,
Senator Jergen. Thank yoy, Ms. Beckett, every time I hear Katie’'s | .
story, it reinforces my belief that one of the groat things about this .
country 1s that one person can make a difference. And so often sxe be-

. céme cynical and begin to believe that unless we-are pam-of a large
organization or some big movement, we can’s change. Bu? your gtory .
reminds us all that with dedication and detprmination, you cari make .

a difference, andsit alse reinforces the fact of regardless of what o per-
son’s lot in life is or his responsibility is, hig or hers, or what title they
may have, that peopld afe, the bottom line, for the most part, are very,
caring and compasgionate and do whatever they can, The organization
vou mentioned, the SKIP, ‘whicﬁ iz Sick Kids Need Involved People,
15'that established nationwide now or have you'got this local ? o
:;7\131::01(1«:1'1'. It’s a national chapter, but it’s only established at this/

o

M N

timg/in 14 diffeyent States aid thoro ave threx chapters in—
Senator Jersen. What’s its prifary funding sourco?
Ms. Brckerr. Well, at this tine, it’s workin throtigh n couple of
demonstration grant projects, Tnainly through the Department of
" Health and Human Services but it has also received Federal funding -
grants, from various private funders from the private sectors
~ Senator Jepsen. I suppose the last question T could ask j#what .
.should the Government li)e doing to be more responsive to thb néeds e
» , of the future Katie Becketts? - o . o
_Ms, Brcrerr. I think at this time the Government s workin very .
“closely—I think there are people, at least that T am working with, are
able to listen to the parents that are out there in terms of home health
care. What we need to do on a State by State basis, and that’s why it’s
Jeon established that way, is to allow the parents that are in those
States to express the problems that are goingdh and get the answers
“to those questions, to get the professional with the fam#ly so that the
- problems—foi instance, one of the problems that we found hore was
with a vendor-supplier that one of our families had, and in the middje - . . g
) of the night the little girl nceded oxygen-wweM, she needed to be gde- - . __-
( tioned. She could breathe, but she needed to be suctioned to clear B
‘ herself, N _ C :

hab}




“ there are so many servi

B

And _the machine broke, down in the middle of tl‘u_\. night ‘and the
nrother called the vendor and said my suction machine is broken, I

. N “Y « M
need a suction machine, and he said ['am not & 24-hour vendor so 1

an not coming out. And she was—you knoiy, she basically didn’t know
what to do. So she called me and I said take her back to the hospital.
I ' mean there is nothing clse this girl could have déne at the time. The

suclion’ machine Was broken, the girl cannot maky it. through the night -

without being suctioned several times, and yot. the promise was made
by the venflor that he was a 24-hour dealor. Well; that’s net right and
those kinds of situations have to be resolvédl. The families them-
sclves have to realize who are the ap ropriate people that they naed
to get gut’here, and so that’s what SKIP is mainly doing, is working
as mformational and referral for a-lot of the parents, as a family

: Huprort., and, also to educate parents and professionals that hdmoe
t

hoalth care cin work as long as the services arc out there and those—
the needs that these geople have can be met. I mean in Iowa éspeciatlly
A It‘(-s already ouf thereybut it’s just connecting
the person with the service. Does that help answer your question ¢
" Senatot Jrresen. Do you want to make any.comments,.Mr. Shipley;,
on any . :
« Mr. Sinierey. T have no further comments. ° .o o
.Senator Jersen. All right. Well, T thank all of you for your testi-
mony. The way we do form policy and change things is through the
collection of both people’s experiences and their expertise, m'?vns these

things build up and are researched and peviewed, that's thefvay that
ideas come for making changes, and there may be some that inay come

.out of meetings such as this today. Collectively here I think we have

got. on a ‘consumer base which is quite a dramatic cross section: of
information. I thank all of you for coming, and you are now excused,
and have a safe trip home, - C o '

- Is there anyone that has any closing statement? T should ask you

ﬂ\qt. .
{ now ask Dr. Swaney, Linn County Medical Society; Samuel
Wallace, president, St. Luke’s Hospital; Sallv Miller, ddministrator,

© Ammosa Community - Hospital; Gary Levitz, assistant director,

University of Towa Hosnital and Clinic: Jim Tinker; adnjnistrator,
Merey Hosnital, Cedar Rapids: and Judith Mueirchow, exteutive di-
rector, Public Health Nursing Association. ' _

‘T 'welcome you to the panel and advise you that your prepared state-
ments will be entered into the record. and vou may symmarize or
proceed in anv manner vou so desire. We will start with Dr. Swancy,
Linn County Medical S?cioty. . o :

»

STATEMENT OF ROBERT L. SWANEY, MD. PRESIDENT, LINN
COUNTY MEDICAL SOCTETY, CEDAR -RAPIDS, TA, REPRESENT-
ING THE)IOWA MEDICAL SOBIETY :

Dr. Swaney, Senator ;Tepson,df am currently pros_id(;.rit of the Linn
County Medical Society and am here today representing over 3,200

. members of ghe Towa Medical Saciety.

[t

to participate intoday’s forum for health care issues.

3 ' \ ’

" Senator JePsen;the Towa Medical Socsiety welcomes the opportunity
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There is no question that the Health care system has become a major
com(s)onent of the American economy. In addition to the frequently
cited figuro of health care income contributing to over 10" porcent of .
the. gross natiopal product, we note the health services industry is re-
sponsible for employing 5.2 million full-time equivalent-positions and
ranks second among the Nation'’s industries behind retail trade. In =
Towna, hospitals and other providers of health care services may be the .
major sour¢e of employmenttand income for the looa} community. We
must recognmize also that a high quality health care system is needed , .
locally to atffiet and keep business and industry. : . ’ .
Wae beliove Yhere is merit in asking whether the devotion of 10 per- .
cent. of the GNP to health care services is too much. The purchase of
alcoho&‘ and tdbacco accomnts for 8.8 porcent of the GNP and recrea- -
- tion adcounts for 6.4 percent. Taxes account for over-20 percent of thd
GNP, 4. . . )
Tt is important to recognize in any discussion about'the impact-of
health care costs on the dconomy that we not losq sight of the great
aEvnnces that have charaderized our Nation’s health care system and
t

encfits that have beel} provided to our society. For oxample, the
xpectancy of Americans has. increased significantly in recent-.
yonrd. ' ' ’ .
Many chiljlhood diseases have been virtaally eliminated. Since 1970,
deaths from heart, disepse have declined by 25 percent and deaths from
stroka have declined, by*40 percent. While cancer remains a major
threat, patients are living longer after treatment and many forms of
cancer, formally viewed as inevitably leading to death, are now cur-
able. . ' ' ' - -
The modern miracle of transplant surgery provides life and hope to
people otherwise facing death prolonsed hospitalization or a deterio- -
rating quality of life. Artificial hip ioints have become almost routine,
relieving over 65,000 patients of chronic pain lasp year alone.
New technologies also obviate the need to nsg more risky invasive
diagnostic procedures. = .
Senatpr Jepsen, the United States has developed a medical care
system that is a benchmark against which others are measured. We .
believe that increased resonrces dedicated to health care is a reflection - - -
of a maturing and humane society that places increased emphasis o
the pl('iotécti(m of its vulnerable population, including the ill andy:
injured. - . ‘ ‘
‘We recognizothe need to restrain increases in the cost of health care.
But we must also regognize an jnevitable increase in the demand-for
health care services in coming Yyears. Mr. Shipley has pii\ven. some
statistics concerning the incréasing number of elderly. As the popula-
“tion ages, demands for health care services correspondingly increase,
and the total cost for providing those services increases. -
There are no simple golutions to solving the health care cost
_ dilemma. . , o g
One solution not accoptable to the Towa Medical Society is the ra-W. ¢ .
tioning of care or cans on expenditures to achieve arbitrary reduetions - e
in health care expenditures. Wo alsg’ recognize. however, that health
care services should be examined fgr their cost effectiveness. We have
“heon taking positive ‘actions to rdview the deliyery of health.care
services and to eliminate thoge health care costs that are inappropriate -
and are not benefiting the pablic. _
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For exagple, the sfforts of the Towa F mwmknl (_Jgre, L

, the pltysician organization resppneible for ré¥Towing hospital utiliza-

tion in Towa, have resulted in sxS@&cnnt'mductionS‘in hospital utiliza-  ~

tion for patients' covered by private insurers, Mediciire and Medicaid

alike. g , ]
This spring the Towa Medical Socivty endarsed a call-by-the Ameri-

can Medical Assaciation for all pliyicgins to voluntayly frgebe their o

foes for a 1-year period and to contifiiié to take into nccount the finan-
i’nrl circumstances of cach patient, particularly the u.noms)loyod, tho
fini

~

'nsn?d and those under Medicare—and to accept reduced fees “'h‘“\vbﬂff

warranted. . . . W .

Wo helieve cost savings can be accomplishgd witlynt Jannecessary
Federal regunlation. m?'s elemeat of current health problgms is nearly
universal coverage of medical expenses by health insurgji¢e or govern-
ment health fprograms which has in‘sulg(:sed most Amerjcans from con- © |

sideration of the’cost of medical servics. Many economists have said *.
that this partially is respongible for thé continuipg #eo i medicel
care costs, ' :

To help assess and guide Federal legislative
on the N{:tion"s health insurance system, the A has developed a
set of principles which spell out g polit§ for grepter individual choice
a}l for incentives for prudent behavior by indviduals, These prin-
ciples ave attacH€d to my prepared statement.,

. Senator Jepsen, we realizedl that Congress needs assistance from
the public in inaking any determination on how health care services
should be delivered in thi,:/cl-\;untry in the future. To this end, the

roposals impacting,

American Medical Associatiof has taken the first step by initiaténg -
a project to create a futurehealth policy agenda for the American-
people. This project is designed to c{) wolop a philosophical and con-
“ceptual framework as a basis for partl%ulnr action plans and proposals
that are responsible to the particular, social, economic,(f&ilentiﬂc. edu-
cational#and political circumstances facing health care de®isions. Some
details of this project ave included in my prepared statement. _

In summary, Towa is a State with a high proporgion of elderly and
rursl residents. Government nolicy must assure, that more, not less,
health care sevvices are available to serveour increaginaly aging pop-
nlation, and that access to health care in rural Towa is maintained,
aot reduced: The persopal and economic health of Towans depends
on if. : . ' -

We recoanize the responsibility of physiéians not only to maintain
access to high quality health care. but to deliver it in a cost-effective
manner. 'We hope to accomplish this with business. labor, (overn®
ment, and other interested groups thronerh our individual efforts,
throngh the Linn Connty and Towa Medical Society, and through
the American Medigal Association, -~

[The prepared sjntcment. of Dr, Swaney follows:]

PREPARED STATEMENT OF RomErT T, SWwAney, M.D,

T am Rohart Swaunaev, a medfenl doetor In tamllf/nrn\otlce here in Cedar Rapids.
I am currently president of the Linn County Med!cal Soctety and am here today
renresenting over 2.200 menmberg of the Inwa Medieal Soclety. - )

Senatar Jepeen,'the Towa Medical Soclety welcomes the opportunity to partici-
pate In today’s forum for health care fssues. We note with you the iroportion of .-
the gross national product being devoted to health care services how exceeds 10
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‘There no quesatton that the health vare system has become n major compo-
" American economy. In addition to the frequently cited figura of
ingome contributing to over 10 pgreent of the gross national produet,
» hdRlth services Industry Is responsible for employing 5.2 million full
lent positions and ranks second smong the nation’s Industries behind
retall tra In Yowa, hospitals an@ other providers of health care services may
he the majo irce of employment and income for the local community. We must
recognize also that 4 high quality health care system ig needod locally to attraet

nd kéep business and induntry. .

- We heliove there 18 merit in asking whether the devotion of 10 percent of the
GND to health cire sdrvices Iz too much, The purcase of alcohol and tobaecco
, necounts for 8.8 pércent of the GNP and recreation accounts for 6.4 peréent. Taxes

. account for over 20 percent of the GNP,

It {s important to recognize in any discussion about .the impact of health care
costs on the economy that we do not lose sight of the great advanees that have
characterized our nation’s health care system and the benefits that have peen
provided to our soclety. For exaiple, the life expectancy of Amerlcans hag in-
crenged from (0.7 years in 1060 to 74.5 yvears in 1082, Infant mortality hasg lieen

Vs ;'{(;g(l;ood.to a record low of 11.2 per 1,000 live births, less than half the Hgurq in
.- Thraugh the devélopment of aund widespread nvailability of vaccines. to

we note't
timé egqni

has been virtually eliminated, the Incidence of mumps hag fallen from over .
150,000 cases as recently as’1068 to 8.285 last year, the cases of ‘measles has de- -

clined from 481,580 in 1962 to 1.436 in 1983, «
Since 1970, deaths from heart disease have declined by 20 percent and deaths
- from str(’)ko,,hn\'e declined by 40 percent. These advances have come through
major technologjeal advances Including open-heart stirgery, pacemakers, new
“drugs, and greatergmblic copsclousness of the importance of proper exercise aid
diet. Whits caifeer remnaing o major threat, patients are living longer after treat-
ment and many forms of cancer, formally viewad as inevitably leading to death,

nre now curithle. A

‘The modern miracle of transplant surgery provides life and hope to people

otherwise facing denth, prolonged hospitalization, or a‘deteriorating quality of

s life. New hearts are transplanted into 100-Awericans per year and 5,000 people
receive transplanted kidneys. In 1088 there were 23, cornea traunsplants re-
turning, stght to those whose viglon was severely impaired. Artificial hip joints
have become almost routine, relieving over 65,000 patients of chronle pain last
vear alone. Ct ’ .

New diagnostic devices such as CAT scanners, ultrnsound, and nuclear mag:
tietic resonance have greatly enhanced our ability to. make rapid and more
accurate diagnoses. New teehnologles also obviate the need to use more risky
Invasive diagnostic procedures.

Sepator Jepsen, because of past public policy geared.toward the’ expansion of
our Jealth care system and the greater avallability of health care to more Ameri-
caiff, the United States has developed a medical care systein that is a benchmark

inat which others are measured. We heliove that Increased redources dedicated
health care Is a reflection of a maturing and humane soclety that places in-
ensed emphasis an the protection of its vulnerable population, including the il
nd injured. . )

Wé recognlze the need to restrain Increases in the cost of health care. But we
must alké recognize an inevitable incrense in the demand for health care services
in coming years, We cannot afford to Ignore the faet that between 1988 and 2020
the total population Is projected to grow by almost 30 percent, with the elderly
Populatlon doubling to a totalof 58 milllon or 19.4 percent of the total population,
Among the elderly, the group over age 70 will also experfence substantial growth ;
J0 percent of the elderly are now older than age 78: dnd this figure will In-
crense to 45 pexcent ip 2025, The over age 83 group will triple from the current
2.5 millton people to }.6 million in 2025. Thig substagtial increase in the
elderly population, which will | ularly significant in the State of Iowa,
will result in a greater utilizgt
that l?llv&dunls over agey65 £re mOTe likely to be hospitalized than those under
thyk afe. They nlso use more hospital days per hospitalization and.they visit their
physiclan and, other health care practitioners more frequently. The hmportance
of these figures is clear, As the population £8es, demands for health care services
correspondlugly increase, and the'to‘tl cost for providing those services Increases.

A v Provided by ERic

R, . L, . "

realth care resources. Statistics Indicate
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Thera are no stmple solutions o solving - the health care cost, dlempa at a -

o thme when more services are needed ; technological advances, though costly, are
’ rafalting in lncreases in the quallty ahd length of our lives; and the vnﬂul)ﬂi&
of Mgh qudlity l\onlth care must remgin nqcoaalblb to rural Jowansnot on
for thelr personal health, but economt edlgh as welks ' :

One solution -not acceptable to the lowa Medicn] Boecloty is the rationing of

reductions in health care

- . eare or cuaps on expenditurex to achieve arbitrar
expenditnres, We also recognize, however, that he
examineq for thelr cOst effectifeness. We have b
roview the delivery of healtli care services apd to ¢liminate those health care
costs thyt are Inapproprinte and are not nefiting the public. .
. . For #xample, the eftorts of the lowa Foundation for Medlcal Care, the
physiclan organigation responsible for reviewing hospital utilization i Towm
% have resulted ln‘slgnmcn"nt reductions In hospital utilizntion for patients covered
by private ipsarers, Medicare and Medicald alike. :

s This spring the Iowa Megical Soclety ondorsged @ call by the American Medical B

. Assoclation for all physicians o voluntarily freeze their fees for a one year
period and to continue to take Into account the financial circumgtances of each
patiemt, particularly the unemployed, the nninsured, andl those under Medleate—

-~ and to,neeept rednced fees when wagranted. i o o

We bolleve cvst savings, cay be atcomplished, without unuecessary Federal
thguiation. The evolution. of our gystem of pgyment for health dire has seen
work Place-based health insurance emerging as- the primary meaus by/ which
most Americang pay for-health care wervices they recelve. The nearly universal

werage of medical expenges by health insurance dbr government health programs

s insulated most Americhns from copsideration of the cost of niedical services.
Many economists have sald that thig partially 1s responsible for the contihuing
- rize in medical care costs. o . - o ?

To help assess angl guide F&leral legislative, proposals impactilig .on the
nation's health insurance gystem, the American Medical Association has'devel-
oped a set of principles which spell ouf a policy for greater inividual choice and
for incentives for pratdent behavior by individuals. . T

Senator Jepsen, we realize that Congress noeds assistance from the public in
making any determination on how health care services should be.delivered in
this comtry in the future. To this end, the -American Medical Asgoclation has
taken the first step by Initiating a project to crente a future health policy agenda
for tho American people. This project Is designed to dgvelop a philosophical and
~conceptual framework as a basls for partictlpr action nn({ plans and proposals
that are responsive to the particular gocial, ecotiomic; scientifte, educationnl and
polit ical clrecumstances facing health care deciglons. :

. The first phase of this project, the development of principles, is now nearing

completion, and the work groups aré now in the process of ldentWing insues an
the next step to deweloping dction plans to carry out the principles. .

Thix activity involves approximately 160 organivitions including representa-
tives of medlcine, government, nursing, labor, business, the hospital industry, the
pubilic. and health care insurers. Through this broad-based organizational body,
the- American Medlcal Association hopes to he able to present Coilgress with
viable principles and working programs for the development of a future health
policy agenda that will assure the avallability of high quallty health care serv-
ices for the American people. L L .

In summary, lowa is a state with a high proportion of elderly and rural resi-

o dents. Government polley must assure that more; not less, henlth care services

. are avallable to serve our aging population, and that access to health care {n

. rural Town is maintained, not reduced. The' personal economic heglth of Towans
dependy on it R ) : T .

We recognize the responsibility ot phyeicians not only to maintain -access to

* _ Dhigh quality health care but to dellver it in a cost effective manner, We hope to

accomplish this with business, 1abor,. governnient and othtm'--l preated groups

through our individual efforts, throngh the lowa ;\gedical- __S(‘)‘E

the American Medicn) Asgsoclation. o ﬁ}w{‘

o ks

uty, and through

. -

e AMERICAN. - MEDICAL WOMER  CHOICE PRINCIPLER
. v . e ?:',)_\ ‘-'25"":' ' '.'..--" - . 4 .

1. E'"plqy‘"l(”“ha‘ﬂﬁx Iqul__dq.mmram'c.;_-—fl‘he growth of employment-based
grpgwuﬂuﬁ{mnce }gﬁ"éumloyees and théeir families ghould continue to be
R Jengod ol tirrpugh tax tacentlves. . T . ;

e en b ] . '
et e . Coa e 2 l
e, - - W , .

. N R, o 8
. ®)

wle e gEpsT COPY

are serylees should ke
n taking positive actlouns to .

e




R ™ . ) b 7 _ -
R 4 . ' . ) . 214 B . / .
. - 8. Adequate Benoftits—Bach health Insurance plan offered to employees should
A contain adequate Liénefits, ipeluding gatastrophic coverage. Plans which do not "
- have ggdequate benefits should not Ify for tgx deducfion as a business ex- 2

pense {or the employer. : .

3. Multip) ‘(."hoim of Plans.—Health insurance plan options, with varying

levels of colnsnsnnce and deductl\)lqs. should be available to employees; accord- -

ingly employers! through tax incentives, should be encoura ed, (but not required) -

to offer employees a cholce of several health Insurance plans. Multiple options

will better meet individual and family .needs and encourage greater individunl

respansibility in wtiization of medieal care services. ,

° . 4 Fqual Contridutions—Hqual employer contributlons should be made for :
o ¢, health benefit.plans, regardless of the plan sglected by the employee. . .
8. Limitation on Tar Deductibility of Ewcessive Heallh Insurance Premium.—

A limit should be‘placed on the amount of health Insurance premiums paid by an N

e " employer that would be tax exempt income to the omployee, as &ith lite Insurance. N

This nmount should he high en‘mgh to provide for adequate benefits and shounld
be adjusted for inflation. In ‘order to dlscourage over-insufance and “first-
dollar coversge” which can cause Increased dgmand for care, amounts paid by
the employer in excess of the limit would be taxable income to employees.

8. Rebdbate to Employces.—In order to’ stimulate prudent selection. of health
insurance by employees, employees may recelve non-taxable rebates when choosing
an insurance policy where the premium cost Is less than the amount of the
employer contribution. . . : .

t T Quality of Care.—Employer health Insurance plans should assure employees
the freo choice of medical care services. Services should be of high quality. Plans
should provide @mparable benefits fop. treatment of p‘hyslcal and ment(ll iliness.

Senator JerseN. There is one Word in our society that we would pick *
that is very key in regards to caring for people probably would be

the word accessibility, the accessibility to medical care, accessibility to
the institution. And you mentioned nccess and accessibility several
times, it’s frequent throughout your testimony. ' .

In' both the rural and urban areas my office has heard, doctor, from
n number of Towa physicians who strongly object.to the Iowa Founda- _
tion for Medical Care guestioning admission practices. Is it your opin- R
ion that the majority of Towa doctors welcome the oversite of the

by

«  TFoundation? - .
- " Dr. Swawnry. Yes, 1 think the Towa Foundation for Medical Care
has in general been quite just, and I think that some of the changes :
they brought about, some of the decreased utilization was definitély .
called for. I would have some reservation about what is going to hap- '
pen with the new DRG system as far as some of that utilization.
I think it mav be going too far where it becomes a problem for patients,
so time will have to tell that for us. We are just gotting into it.
) Senator JerseN, That's where I have heard a lot of complaints
. flrom, and there is a greatneed to work together in that area to resolve:
that, C ’ .
Mr. Wallace or Samuel Wallace, president, St. Luke’s Hospital,

Cedar Rapj_ds.

STATEMENT, OF SAMUEL T. WALLACE, PRESIDERT, ST. LUKES . -
_ HOSPITAL, CEDAR RAPIDS, fA T -’

Mr. Wavruace. Thank you. T appreciate this opportunity to be able ,
- tospeak to you on hehalf of the urban-hospitals, recognizing that we -
have both greater opportunities and-in some respects even greater’ o
cliallenges than either the rural or public hospitals. Looked upon with
_ pride as centers of community health provision and education, they
: are often among the larger employers as are many rural hdspitals as
» amajor labor intensive industry. -

o
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But unlike our counterparts in‘ot.hef areas of business and industry,
the public expec ation goes beyond the optional purchase of goods or’
services to that which touches the very core of human existence, our
health care. Yot wo must, like all other busihesses, match the revenue
to thesexpenses or in other words survive! That simple but expedient
principle has become jnereasingly, lifficult to accamplish, Wi&
(iovernment-inposed focused review and the serious -limitations on
admissions, shorter lengths of stay, and forced outpatieit care, entire
inpatient units in some hospithls and indeed some whole hospitals, -
even larger ones, have been closing for lack of volume and their spe-
cialty nature at the very least diluted ly mixing sertices on other units.

It is acknowledged that hospitals had few incentives to efficiepcy
under the former cost-plus system of reimbursement other than the
congervative integrity of their boards to save. But a squeeze such as the
2 4 percent slash in DRG reimbursement for the second vear of DRG
at the 50 percent level recently announced by Health and Hluman Sexv-
ices is too mtuch. . s ' ' ‘

The threat thus becomes one that exceeds cost and extends to values. -
Iow far can a private community hospital such as St. Luke’s strotch
i ingennity to avoid the ultimate drop in quality # At soe point the
diminishing pool of fumds underbudget noutrality are break-even and
an increasing aging population that you heard about previously will
erode the et lies of the system. That is, unless sufficient support systems
can be developed linking private Htitiatives with Government. pro-
arams, N _ ‘

One recent example of Government assistance to a privately sup- -

. ported service bears mention We ave vory happy and sincerely appre-

.

cintive of the ¢fforts of ypu, Senator Jepsen, and your-staff in loca.ti?‘g
scfiree replacement parts for the Lifeguard helicopter. Bxtending the

asefulness of this lifesaving service is one way in which the Cedar

Rapids hospitals can help fulfill their rightful obligations fo the rural
arveas of castern Towa. : ‘ :

It is, in our opinion, only one way in which urban hospitals can
help, maintain optimal health services to our smaller communities, so
necessary to the preservation of the a ridultural conomy in Towa. A
recent study conducted by Donald Cordesunder the sponsorship of the
Health Policy Corp. of fowa revealed that physicians were not likely

" to locate in-rural aréas without the backup of a hospital within 10

miles. Currently few citizens in Iowa live in excess of 10 miles from &’
physician, But with dire predictions about th survival of small hos-
pitals, it is utgent that there be a supportive urban/rural network to
onable small hospitals to share costly tecliology, material, and mana-
gorial resources and to provide a specialty outreagh. Such a network
hear later. Tt links the resources of the urban hospitals-with that of the
rural sector in & unified system which preserves the ihdividual hos-
pital’s autonomy. .* - . .
Wewould like to see such private imtiatives, of which this is but one
example, recognized by Government as a way in which.cost contain-

, now exists with the voluntary hospitals of Towa abont ‘?\i(\h you will
d

_ ment is being nccomplished without dependency-upon the Governmapt, *

Tt is also onr belief that hospitals will need to micre fully compromis
and cooperate, that with lower volume of patients, quality will suffer
unless that oceurs—but the Federal Goyernmgnt has not, made that

-~
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easy«}"S&\o Federal antitrust laws thomselves have O‘Stl‘n(\t(!d or de-

" layed such efforts out of foar of roli)risals such as triple damages and

jail sentences, Whild'most take a Ph losophic position on this dilemma,
it would well serve the Nation’s hospitals forWhe (Government to
modify their approach and encourago greater efforts to avoid duplica-
tion of services. - ) .

3 The points I tried to mnke‘(ro these: Cost containment is relative to
American values. Under current Government constraints, the urban
hospital is finding it more difficult to maintain the high standards and
range of services necessary to those values,

Regional planning is a must to preserve and link the health care of
rural and urban constituencies and, one important solution to reduce
costs, The momentunt is building fd® cost containment. Tet it survive!
Thank you. ) : S

Senator Jerskn. Thank you, Sam. The 2.4-percent slash is being re~
oxamined, as you may know, as a result of congressional objections and
thera should he somesnow figures out fairly soon on that,

Now, the more rural oriented hospitals. gam B. Millex, administra-
tor of the’Anamosa Community Hospital, pr is it Sally? '

Ms. Sara B. MuLer. Well; it's both. Sally is the nickname.

Senator Jeesen. Sally is the nickname, Sara is the corvect namos I

am right on both counts?

Ms. Sara B. Muwrer. You afe. , .-

Senator Jersen. I was improssed, as T had a chance to review briefly
the various sections of your testimony, on the depth you went to.in
getting veady for this report. I am looking forward to it. You con-
tacted a lot of hospitals in Towa. '

Ms. Sara B. MiLLer. Yes,

Senator JErseN. You may proceed. "o *

STATEMENT OF SARA B. MILLER, ADMINISTRATOR, ANAMOSA
COMMUNITY HOSPITAL, ANAMOSA, IA

‘Ms. Sara B. Murer. To eﬂ‘ectively ovaluate the current trends in
rural health care providers and services, wo are compelled to look at

~ not only the a(ig arent trofids, but also the causes and the effects of the
i

rural specifie dilemmas before us. -

To accurately share the rural health care position with this group,
46 hospitalk under 50 beds in Towa were contacted. Every available,
administrator was asked “If you had the opportunity to shayve your
major concerns regarding rural health care and the changing role of
»your hospital, what would you say1” After compiling the results, it is
clear that the primary. fural health care and métitutiong, the com-
munity hospitals, have a statement: The trend, if the health care
process continues on its current course, is not only a decreased utiliza-
tion of rural hospitals, byt also the closing of many rural acute care
institutionsgn omr State. . , ' _

Rural health care, hospitals andgt 50 beds, have been a significant’
social and economic factor in our small commmnities—often not only

the health care provider, but also theNNg 1 employer, Hospitals have °

bogn the center for community’ pride, programs and outreach. His-
gorically, rural hospitals have provided csre at lower rates than their
urban counterpart. The -community hospital has had a family life

~
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process focus—from birth to death, with ‘many gencrations of the
samo fagaily being served, This institition is in jeopardy. The quality
and ddfersity of cach and every one of the rural hospitals is at risk.
‘1t 15 the opinion of many rural health care providers that the current
financial policies of our Government are the primary influence in the
rucal health eare policies, that financial policies are indeed dictating

health eare trehds to the extent that some hospitals may close.

The impact of the Prospective Payment System is clear in all health
care institutions large or small. Tt¢ influence is certainly evident to
* all of us every day. Howover, the rural hospitals have several “rural

specific” disadvantages that make the impact of the New Medicare

*reimbursement systdm overwhelming. Fivst, proportionately there is

u clustering of elderly in rawal community hospitals. Urban centers
often range from 285 to 30.percent Madicare patients. In Anamosa, not
unlike other rural communities, the Medicare percentage. averages
. above 60 pereent. Obviously changes in Medicare reimbursement effoct

tRe financial statements of rural hospitals more dramatically than ,

large hospitals. :

Second, Medicarp reimbnrses rural hospitals different]y than urban
hospitals. Although the system is the same, the actdal reunbursement
iss substantinlly loss. The Iabor compohent of cach DRG in rural Towa

is 25 percent less than the urban labor compongfit. The nonlabor rural
compon®nt is 54 percent less than the sgmp-tirban component. In the

majority of the State of Towh, the rural hospital is competing with
the urban institution for labor. Although one might argue that the
labor compaonent should be less basedl on the less technical aspeets of
rural health care, there 1 no justifiable reason for such a dtﬂ&fii(‘-“"."
different non-labor component. These differentials are compdunded
when DR per case reimbursement is calculated. 25 percent less labor

# component ; i4 percent |ess nonlabor component.

\

Theso statistics graphically speak to th¢®ural health care trends in
«liminished reimbursement for our hospitals. ) :
Third, there are several bther inequities in Medicare reimbursement
for tho rural hospital. For gxample, the rural hospital has tradition-
iilly been the transferring institution for advanced care and support.
¢ TUnder the Prospective Pricing System, the transferring hospital loses
substantial dollars in transfer. Tt would appear that several hospitals.
arce losing. $1,000 in nactual cost ench time they transfer a cardiac
pqtiont..f. would scem that rural hospitals are being,penalized for
doing their job. - . .
Indeed, most. rural hospitals have the opinion that the Health Care
Financing Administration would like to see them close. Correct or-
incorrect, this impression is givon to small hospitfls. Tt is a sad state-
ment “reflecting health care trends. The reimbursement figures are
changing nfgre quickly than budgets can be adjusted. The 2.4 percent
decrease in T8imbursement has only served to remforce all the coneerns
over the PPS: it is held up as the example of negative change ovet
which the ruiral hospital has no control, but under which it must fune-
tion. ‘The fiseal integrity of HCEA becomes more questionable to rural
health care administration with cach change in the yeimbursemeént
toechanism. . ‘ ~ :
There are many positive'trends in rural health care—toward educa- ¥
tion, home health programs, volunteerism and. renewed community

)
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activitios. Flowover, these trends will stolp if we lose our rural hos-

P‘mls. There will bo no hospital-based wellngss programs, no hospital-
)

ased hotpe health plafs, no new health care services, no mobile or -

shared services, no patient education programs, no community cardiac
rehabilitation, no rural prenatal classes, no rew physicians, and very
fow full servige emergency care centers. We willNaave allowed the

". focus of our hialth care to be dictated by incomplete reimburspment.
. programs that de ot fully or adequately address Hiral’ health care

needs. Rural health care providers and consumers must begin now to
creaté & gurvival health care atmosphere for the physical and social

- well-being of rural Iowa. Thank you.

Senator JrpsEN. Thank you, Sally. Does younr hospital pm"tici'pnt:(_‘

" inthe so-called swing bed program{

" Ms. Sara B. MivLer. Yes. : '
Senatqr JerseN. As you know the Gffvernorly Committee on Rural
Health %m'c designed the swing bed-grogram as one of the ways to
help rural hospitals to meet the needs of the community. However,
some of the nhrsing homes question the need for Such a program. !
Would you faver requiring a hospital to obtain a certifieate of need

as a Eredondition for participating in the program? Or do you want |

to submit that ahswer 1n writing later on#t _
Ms. Sara B. Micier, 1 guess T would not favor certificates of need.

T think in the rural setting that we have to realistically look at what

. systom? Can it best

swifig beds Imean and define that, agd if we are going to be in a long-

torin facility rclle, weo need toadinit that, say that’s what we are (!oipg.
' ealth cate practice to be competing and not. admitting .

isn’t.a good !

it and ‘dealing with what kmd of care you are doing. Acute care Is.
different than lgng-term care. T - ‘
Senator JEPsgN. Yémt’s your position on ‘the prospective payment

e described as strongly opposed, mildly opposed

or supportive as long as changes were made in the urban-rural

"distinction ¢

—

Ms. Sapa B, Murer. T would say strongly support the ¢hange in

. the system. - -

Senator Jersen. If it was changed, you strongly support the slyst, mft
* Ms. Sara B. MiLier. I strongly support the system anyway.
like to see it changed for the benefit of the rural hospitals, yes.

’ Semh%)r JepseN. Thankyou. Mr. Levitz, assistant dizector, Univer-
si ' Iowa Hospital and Clinic. You may proi:eed, s_ir.t\

STATEMENT OF GARY §: LEVITZ, ASSISMNT T0 THE DIRECTOR,

UNIVERSITY OF JOWA HOSPITALS AND CLINICS, CEDAR RAPIDS, '
IA, PRESENTED ON BEHALF OF JOHN 'W. COLLOTON, DIRECTOR

OF UNIVERSITY OF IOWA HOSPITALS AND CLINICS AND ASSIST-
ANT.TO THE UNIVERSITY PRESIDENT FOR STATEWIDE HEALTH

SERVICES . C e )

Mr. Leyrrz. Thank you very much, Senator Jepsen.

.

Because of a previous-commitment for this aftetnoon, John Collo-

ton, director at niver‘.:ijy Hospitals, cannot be here for this hearing.'
He does share with yeu#and those who are here today a concern that

- the current focus on the costs of health care does'not overshadow our

desire to assure access to quality health care for all our citizens.

e e
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. You ask “Hgw are we solving the problewfs of cost, acops, and
< quality?” I tpglnnd you for your consideration of the intervelation-
" ship among these elements. However, there has been an intensification
in the debate over how best to control what many believe to be alarm- .
mg growth in health cave spending, without appropriate attention
to the impact of proposals on access and quality of health care pro-
vided. In this eontext, the impertant role played by the academie— -
health conter, the teaching hospital, must be addressed: , -
¢ “The newly enacted Medicare logislation establishing a system of
prying hospitals at a prospectively determined fixed price based on
the classification into (liugnosis related groups or DRG’s is a major
effort. by the Federal Governinent to control its health care costs and
will have & major impact on hospitals across tho country, with serious
- implications for teaching hospitals and academic health conters in
particular, as I will no,w%liscué';. b
Studies on the impact of the Prospective Paymient System will ba
conducted by Iloalt{: Care Financing Administration and the Pro-
spective’ Payment Assessment. Commission, a 15 member nationally
represented body. In Towa, we are fortunate, that John Colloton is.a
. member of this commission., There are a number of concerns that - .
< should be spectfically addressed as these studies are performed and
reported. ' ' -
The first of these concerns is for the recognition of teaching hos-
pitals’ societal contributions. Colleges of medicine and teaching hos- -
pitals are the producers of multiple’ products that benefit not only ‘
the individual patient, but society as a whole. These products include L
medicel and ot‘mr health science education, new technology testin%, '
clinical research, substantial nmounts of charity cave, higlﬁycspeciu -
1zed services, and extensive ambulatory care programs, usually oper-
ating on a subsidized- basis. Generation of these multiple products’
whicht are verued Ssoéretai contr‘pm'ﬁns,” necessarily results in higher —
costs that must' be roflected in téaching hospital patient charges. Ob-
viously, the teaching hospital payments under the DRG system, if
they arc to be equitable to sustain generation of the societal contribu-
tions, must be differentinted from those paid to - community hospital
which does not. incur these costs. Tortinately, this need, to a certain
extent. has been recognized by Congress through the direct educationg]
cost “‘pass-throygh” and the indirect educational cost factor adjust-
ment. ' . c,
Even though the higher costs oxperienced by teaching institutions in
- . providing a braad aveny of -societal goods ave recognized by the in-
dilrovt. e(lu(';\tionnl cdst allowance, we believe that tli(\lconﬁmlit of this
cduentional cost adjustment is inpotential jeopardy because it 1s out in
the open withont aJsoli.(l forrﬁt?t%tin]ue l?ust,i%'ication'of its exist-
ence. Without the indirect eduncational cost ac{justment and continued
participgtion by the Medicare Program in payment for educationsl
programs, teaching hospitals would have major difficulty insnaintain-
Ing highly séphisticated patient services and teaching programsy for
the training of residents and the replenishment of health persefinel
essontial to the staffing of our community delivery systems in future
years in order to assure accessibility of our citizer\é to quality health
‘¢nre services. : ‘ ] -
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At the present time, tho DRG's, thomsélves, do not contaih an adjust-
meht for soverity of 1llness. This is another concern, This l{roblem is
addrossed thropgh proxy by the indirect educational cost adjustment.
It is expocted that teaching hospitals treat a pationt case mix contain-
ing a high volume of mory severely ill rather than less soverely ill
patignts within DRG’s apd these hospitals will face great difficulty
* without somo kind of adjustment for tho soverity of these pationts.
Loaders in acadomic hoalth conters and univergity teaching hospitals ,
are approciative of tho congressional recognition of the sovority of .
illness issue as part of the mdirect oducational cost adjystment and -
believe this adjustment must be maintained until a severity of illness -
adjustment is incorporated into the DRG system. ' ..
_ Another concern focuses on the continued support for technology o
growth. The Medicare Program has allowed only 1 percent adjust- ¢
.mont for now technology under TEFRA, and beginging on October 1, .
1986, any now technology incurred or acquired by a hospital must he
sovered In the DRG rates. With this major dewnward adjustment in
payment for noew technology, Government has begun to limit the fu-
ture growth and development of the health care system. While I am
in a‘n‘pement that unnocessary duplication of services should be .
avoided, caution is ndwised in applying an arbitrgry standard in an
effort to reduce duplication that mhy also. thwart technological n‘}—
vances which will nltimatoly benefit our citizens. : *
The proposed rules on the second Medicare prospective payment
yoar published in the July 8, 1984 Fbderal Register describe several
potential changes in the eimbursement system. .
Tho proposed rules recommend that the ountlier criteria be increased -
and outlier payments decreased, I Strong]y oppose HCFA’s proposal
to increaso outlier thresholds and rednce the porcentage of outlier pay-
monts after less than one year’s experience. The ‘dingnosis related
groups are a patient classification system containing only 4¢7 oate-
gories. As a result, much of the information on the clinical teeds of
the individual patient is 'Lost. Outlier payments need to be maintaimoed
at their current level thyoughout the phase-in period in order to ade- |
quately compensate- hospitals for atypically expensive long stay-
paticents, : . A . :
HCFA plans to roduce case mix weights by 2.4 percent on the as- - .
sumption that increasing case mix intensitv is solely-the result 6f im- .
proved coding.' Along ‘with Sain Wallace, T strohgly recommend tigré
the case mix weights be 3*1\0(1 at their original. values until a con-
prehensive and objective nssessmont of the DRG weights has been
conducted. L '
HCFA's proposal to allow cost outlier pfyments to transferripg -
hospitals is desirable, Present. policy prohibits outlier payments to the .,
transferring hospitals for pationts wha are day outliers or cost ont- e
liers. The transferring-hospital should be allowed to receive cost out- '
lier pnyments, , _ ” :
- Before us lies the complox problom of health care financing which '
calls for the adoption of n long range strategy which should be the vt
result of consultative study. The Meryizgtim- rogr#m is but one element:
in the medical care marketplace, and any reforms adopted for Medicare
must take into account the relationships among the other diverse com-
ponemts involved. . .
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At the national levely thero is n need. for, an” equitable financing |

mechanism for health carve that guarantoes aleess td guality: health
sevvices for all Americans and the maintenance of our teaching andt
atient care initiatives, ‘The veal problem before us today is to estab-
\i.\"[l a framework through which w¢ may collectively develop an
effective and eflicient mechanism to l')lnnh)rovido, and pay for health.
services and educationnl programs. The prime l'esPOI\Sibllit y for tho,
leadership cgsentinl to the establishment of such a Fedoral policy rests
with the executive branch and the Congress. A national policy on
health care financing veform is long overdue and critically needed to
lend direction, unity, and suecess to this system, - -

In (‘onlen\sion. Senator, the establishment of a basie pri}\ciple that
calls for alMplayers to pay their proportionate fair share of the costs
of caring for tht.poor and aged until a national policy is enacted is
eritically needed, at this juncture. - | '

Thank you for the opportunity to speak today. :

Senator Jersen, Thank you for your testimony. Do you feel-that
the financial responsibility, to quote you in your conchision, “for health
carothat guarantees access to qualify healtlr services for all Americans
and maintenance of our teaching and patient care initiatives,” would
primartly come fram the Fodomrlevol_ ' '

Mr. Lrvirz. The responsibility for the leadership ¢learly. However,
nswou are aware, you mentioned inyour opening statement, the health
system itself is complex, and nterésts ol the provider, the interests
of the insuyeds, b‘usiness} labor, management, the consumer needs to be
cansidered, and each one is equally responsible and each one partici-
pates vequally in both the problems 8f the systerd®but also in the
strengths ofdeveloping the system te a point now where it’s recognized
as the begt moedical system in the world, Leadership should come from
tho executive branch, from Congress, with input from other groups as
needed, ' '

Senator Jersen. So your response was that leadership should come
" to seek to find these answers, but yon are not saying that financing

should come from there just without-study and so on. So peo;l)le.do,
and I am a littlo confused hero with your statement. You say there is
a neéed for an equitable financing mechanism. . .

Mr. Levrrz. There is a need to assure that the financial needs of
hospitals, of academic health centers are met.-As part of this need it’s
important that all payees, of which the Foderal Government is one,
provide. their fair share of the costs of providing care in the com-
nuity. - . ‘

Senator Jresex. Just curious now, another question: What is the
Federal Government’s fair share and what’s the State gpwm‘nment’s
fair share, what’s the local government’s fair share?

Mr. Levirz, Well, at the current tithe tha DRG system and the ¢

Malicare cost reporting principles, plus the recognition on the part

of other payers that hoallth care costs have been increasing, what’s

buen happening is that each payer has been trying to accomplish the

best rate possible with a provider or group of providers, not neces-

sarily recognizing the costs of poviding care for other people, like the

costs of charity care in the community, the costs of teaghing programs.
: ‘ \
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What we are proposing, we recomrhend that youn consider, are ways
in which these costs are recognized or funded in a way that assures
the stability of these hospitals, while at the same time allowing them
to bo competitive on a cost basis with other providers. We do recog-
nizo the noed to keop heéalth care costs down."Wao do recognize the noed
to assure that health care is provided in the most efficient way possible
and ht the best dollar value. On tho other hand, all payers should

recognizo tho need to fund the contributions that academic health

-

centers and community hospitals make. . :
Senator JrpseN. I thank you. Jim Tinker, administrator, Mevey
Hosgpital, Cedar Rapids. You may proceed. ‘

STATEMENT OF JIM TIRKER, ADMINISTRATOR, MERCY HOSPITAL,
e CEDAR RAPIDS, 1A ' |

X/
Mr. TiNkER. Senator Jepsen, distinguished colloagues I appreciate

tho invitation to bo here and testify this afternoon. Wg hiave heard -

* Trom the physician, statement from the urban hospital, rural hespital,

research and teaching institution, and we will hear from the home
health provider. I thought in the increasingly competitive market-
placp we ought to have a word and somebody should say something
nabout the interest of the pgtient., . o :
Five days, lot alone § mdinutes, is hardly time to provide you with
the most rudimentary outline of what I consider to be profound im-«
plications for the delivery of health services and which 1 believe

could very easily result from the current competitive, economice, polit- |
. ical and simultancously regulated climate that’s facing hospitals in
‘Towa and across the country. ' '

+ Lot me stato at first, that hogpitals ‘are responding to public and
private, cdnsumeor and third- mrzg payer, to business and Governmeont
pressure to control costs with a vesponsiveness that has frankly suy-
prised most of us that provide caro }or our State's ill. While reducing
costs is hardly bad, the speed and the direct results should not only
surprise, but frighten, those who have asked us to do it.

I think what’s being said is that providers respond to incentives and
are willing to follow policy direction; that providers are really no
diffevent from other people and other institutions in socioty. And that
whilo the new-competitive market strategy will reduce costs, we better
u'tke sure that thoy are incentives to maintain quality features and
values, as Mr. Levitz said, that has made the American health eare*
system the finest in the world. '

‘In spite of the plaundits, pied pipers and charlatans, health cave is
not a commodity to be bartered and traded in the open marketplace,
and oven if that were degired, it's not possible to sell standardized
appendectomies, gall bladders, or cardiac catheterizations. It is neither

desirable, nor morally rosponsibloe, to barter in the open marketplace

with the health, indeed the very lives{of our young people, with the
increasing higher proportion of elderly in the population, or with the
rest of us who fall someplace in between. To do sd would require trans-
planting Solomag into the burenucracy, or elevating tho care givers,

the professional people, to positions that until now I think only God #

could assume,. _ . p
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The hospitals, and indeed the physicians, fiave listencd to the con-
corns for cost containment, to the concerns ‘of people for aflordable -
health apre, and neted to cut back expenses. Mercy 1lospital’s opetating
budget decreased for tho first time.since Modicare in 1065 was starte
by 7 percent last. year, Morve than helf of alf surgieal Frocedums that
wo perform—-we are performing about the same number this year.as
last. year—aroe now done on an outpatient basis. That’s an increase from
1980 of abqut 17, 18 percent to just over 50 percent now.

Wo have, as*have our connterparts-in Cedar Rapids and across the
State, reduced our staff, cut back on our training programs, and re-
search related expenses, eliminated many of the intangible elements
of eare, and st reamlined our operation in ways that no other so-called
industry in the country has tried. We have done it with no small dif-
ficulty and with great misgivings for the loss of a personal, identifiable
intercst in ow patients that make our local hospitals respected com-
munity resources. T ; B
May 1 suggest, thetefore, Senator, that you begin to a rise your-
self and your staff, and your respected colleagues in the ongress, of
a mountinﬁ and palpable resistance to these actions among the re-
cipients of health care. . ) :

One needs look no further than the editorial pagés of our State’s
. newspapers to see the outcry agrinst those that tasually treat the lives

of employees and constituents with bureaucratic abandon, which I
predics, just. as surely as a Rornel of corn pushes up through the soil,
will blossom forth ino open hostility and resentment. - .

Wao have, because we have, entered a new era of medical competi-
tion, been forced to turn piticnts ouf of a hospital with a callousness
which teaes at the vory caring fiber of those who know better—the
doctors, the patients, the plm_rmacis?s, the nurses, the therapists.:These
actions save moftey, perhaps, but fust as surely these actions breed
contemnt for' the rulemakers. We have created expectations among
older Americans for good quality Health care and health services, for
socuritv and comfort, for trust. for feith. Now T think the dawning
of disillusionment can ouly lead to darkness and discontent,

What are the implications, Senator, of regulstions which, in an-
attempt to contral costs. send clderly cataract patients home from the
outpatient. surgery facility in Jess than a day, with no consideration
of who will proyide that care when the clderly patient arrives at

. home. eyes bandaged? Or who willl assist the elderly male who'must
“find the bathroom at 4 an. wheh INs prostate calls? What, Senator,
fora pmzmm.tlmt will not. pay for the most functionally useful way”
to repair wfitaracts. the intracccular lens implant, if the patient is
hospitalized, but will pav it if the elderly person is healthy enough
to have 1 day surgery? The statement implicit in this policv is that

only thoso that are healthy are entitled to the best cave. That, Senator, -

is 2 value fudgment I am glad that we in the provider sector don’t
have.to make, and from -all indications T think hospitals througfout
the country are Pefusing to nccept the blame for such policies., 3
Or, Senator, for payment’ policies that make’it more lucrative toMse
vesterday’s technjgques for the repair of certain hip fractures, but
* financially un@ttractive to employ more sophisticated techniques-such
as joint replacement. The offegt of such poliey .is that hospitals and

physicians will be rewarded for repairingsbroken bodied, but we will |

.
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be undblo to continue té improve the quality of life for our elderly
citizens. : e

And “'who authorized the Govenment programs, Scnator, that ye- «
quire hospitals and physicians to heal compyterized diagneses and -
1gnore the patient as a living, fesling human being? What .of the
elderly man admitted for treatment of a stroke and who, in the process -
of testing that accompanies every hospital admission, is diagnosed as
also having a-tumor of the bladder? Ave You and your colleagues
aware, Senator, that for that particular problem we have to send a
patient home at least,l day, or if we treat him for his bladder tumor -
§re veccive i Pay ¥ It’s not casy to explain that sort of Orivellinn logic

0 the family,the-patient, the physician, or even myself,
Mercet Hospjtal has had less than 2 months’ experiénco with the new
, Q, diagnosis relatedt group rospectivé payment system, but there
have been alrendy some noticeable changes; I expect desired by some,
certuinly fegred by others. Length of stay in the hospital is decPeasing’
Physician resentment is increasing. Our stafA—trained for-many years .
to administered care by gtandards developed in a more caring cra,s
and certainly one which cared anore, for medical excellence than the
dollar—our gtoff is confused, Senator, and I would have to say, if I
could dse one word, distraught, ) "

We know bettor than to do everything we have been told to do, and
I beliove that our patients know our. actions ave being dirccted from
outside the hospital. - : o

The implications of competition in the health marketplace are
mixed. We can contain costs hetter if we add one hyphenated word

Jbefore competition—cooperative. Cooperative-competition—a phil-

. osophy of competing in areas;generally far removed from the bedside
so the patient is not compromised but cooperating to avoid inappro-
priate utilization of expensive high technology and personnel.

As you listen to the testimony delivered today, I believe you will
hear real and honest concerns for the changes emerging in the health
delivery system in this region, in thit State. I also beliove you will see
early .indications that your constituency is becoming restless as a
resiilt. of what they perceive as a lack of concern en the part of rule-

- makers, oo I

The implications of the administration’s competitive market strat-
ey are clearly mixed. Will our system of health care become one in °
which only the wealthy can affordsghe best, the latest, most sophisti- .
cated Onge? Will our headlong rush td'contain costs be at the expense of
the poor,\or as was recently reported in the Des Moines Register, at the
oxpehse of the medically marticulate?.Is it possible, in this ern of fi-

. “nancial imperatives that a two-tier system of health care will be created
in which the wealthy and articulate vonsumer can demand and pur-

. chaso care quite differerit from the poor or from the less articulate, or
cven from the average American citizen$ _

If I see hope, Senator, it’s because I believe the health care pen-
dulum has swing about as far as it can. I hope that a competitive

- marketplace will eventuall{ return that pendulum to a more central K
position and to the values that distinguish health care in our society—
a reverence for life, & compassion for human suffering, a concern for v
the.ill and injured in a personal, identifiable manner, and for n health
“system that provides equal access to sll Americans for good quality ..

health carc at affordable prices. ‘ -
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_Thank you, Senator, for this opi)ort.unity to tostify on bohalf of
the Sisters and patients of Morey llospital and the patients through-

" out Eastern Iowa, We feel strongly about the cost and quality trade-

offs we are being forced to make and 1 would be happy to speak to
vour full committee hearings with details and specitic examples such
as Jody and Julie and Lim provided in your earlier panel, Thank you.

Senator Jresgx. I thank you. 1 t.hnni; you for from' candid réport.
That’s what we nced. Don’t pull any punches. T also note that, as

>every’0no has here, wo talk about aacess, equal access, and you may well

bo called on to speak to the full committee hearings on this. I would
recommend it. : : ’
- Mr. Tinxer. Appreciate it. .

Senator Jrrsen. Ms, Muenchow, executive divector of the Public
Health Nursing Association. Welcome, yon may proceed. )

_STATEMENT OF JUDIE MiIENCHOW, EXECUTIVE DIRECTOR, VISIT-
INg NURSE ASSOCIATION, CEDAR RAPIDS, 1A

Ms, Muexcnow. The first thing I want to point out, we lmK

changed our name to the Visiting Nurse' Association.

The Visiting Nurse Association is a voluntary, honprofit corpora-
tion. The services of the agency are available to al],\msml on need
rather than ability to pay. The agency is supported by Linn County
Health Center funds, F_Tnitod Way of Kast Central Towa funds, and
fecs from patients which are based on actual costs. Some of the patient
fees ave from third partv sources, sources such as Medicare, Medicaid,
and private insm'au*ce. Having been a part of Medicare since its in-
-ception in 1966 the agency has grown up with the program,

Currently we are faced with a multitude of choices. Rising hospital
cdsts have )la\/?od heavy emphasis on home health*hs a less costly al-
ternatiye, Pli tther, this emphasis has created additional regulations
governing the provision of multidisciplinary home health services.

In order to If)ull_v grasp the comprehensive nature of home health
care one needs to begin reviewing the process beginning with dis-
charge planning. In theory, planning fl())r discharge must begin at
the time of admission. In fact, preadmission planning is pethaps the
idenl way to insure smooth transition from one level of care to another.
Kunowledge of ‘available resoyrces within and without the institution
is essentinl. Open communication hetween levels of care in necessary
to insure recular evaluntion of the plannine process. Involvement of
patient. and family in the entire process is likdwise a critical element

for success, s : k
Hom&konlth care by its nature relies heavily on well-trained pré-
viders Who are available to persons in need, Collaborative relation-
ships between physicians and provider organizations are imperative. -
The use of nurse nractitioners in rural under=erved arens is just begin-
ning, Reimbursement for their services is still being discussed.
When T talk of home health services I am referring to the full ghmnt
of possibilities: Nursing phvsical therapv. speech therapy, occupa-
tional therapy, medical social services, nutritional therapy, and dur-.
able medical equipment. Additionally thepe are pharmaceuticals, sup-
plies, homemaker/home health aides, and chore services, As we know,
not -all of these services are reimbursed by th}rd party payers, Cur-
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rently the nonprofiv and government sector through local tax and
charity dollars provide some services to persons unabe to pay. There is
 trond for.hoslﬁtal based agencics to secure local funds to also pro-
vide these “free
been ovident that “Medicare only” providers are not able to continue
operation without the infusion of other types of reimbursement. No
matter what the auspice, voluntary nonprofit, government, rivate
nonprofit,, hospital or nursing home based, or proprictary, the fre-
quent changes in regulations governing home health care affect us all.
One of the ways organizations can assure continuation of their serv-
ices is to consider forms of joint ventures. The July issue of “Caring”
magazine, a publication of the National Association for Home Care,
ad({z\‘essed itself to hospital-home health velationships. The variety of

authors looked at partnerships, separate corporations, mergers, con- -

tractual arrangements, etc. At the roat.of all articles WAaS a concern

over antitrust, . -

* Genorally, antitrpst laws pr(l;:bit restraints on competition that
are unreasonable. Some restraints, such ag price ﬁxing are viewed as
anticompetitive and thus illegal. Courtspften use a “rule of resson”
analysis examining the purpose of the parties and the effect of the chal-
Jenged practice to determine whether it-actually laces an nnreason-
able restraint on competition. A court. may find tﬁnt an illegal tving
arrangement exists when a seller sues its market power in one product
or services to force a buyer to purchase not only-the itemn he wants
_ but a second, separate item from the seller. Thus, exclusive -referral
contracts between home health agencies aryl hospitals mav appear to
. the court to have an adverse effect on competition within their market
area. , . ,
The recent Snpx‘omeYonrt decision in the Jeﬂ'ersm(z Parish District
No. 2 v. Hyde case held that an exclusive cgntract between a hespital

and a group of anesthesiologists does not violate the antitrust laws.

The Bust Jefferson Hogpital had a contract with Roux and Associates,
a profegsional medical corporation, requirinsg that all anesthesiological
services for the hogpital’s patients be performed by that firm. Dr.
Edwin G. Hvde; a board certified anesthesiologist- with privileges at &
neavby hwshftal, anplied for admission # the medical staff of East
Jofferson Hospital. His request was denied. He then claimed the
exclusive contract violated.antitrnst laws. Throueh muitinle apneals
the case was finally heard by the Supreme Court. The Court reviewed
the impact of the exclusive contract on two rrouns. The gonsuners of
medical servicos and the providers of anethesiolagical services. The
Court determined that no showins of an actual adverse effect on com-
petition had been made, and that there was no tq'ntitrust linbility on
this ground. ' " S ’

The effect of tho Hyde decision on home healtlg amencies and hos-
pitals negotiating the exclusive contracts‘is in both the area of tying
arrangements analysis and the rule of reason anal‘é
inpatient hospital services and home health services would be treated
as two legally distinguishable services for purpoges| of antitrust and
analysis. A party attacking an exclusjve arrangement between a hos-
pitai and & home health agency wonld have to show that the hospital

- has substafBinl market power in the provision t inpatient. _g;eryigeg___ —
an¥ that the hospital uses the mankft. power tp coerce patients to

)
~ . .

|

1 gervices to low income persons. For some time it has .

aig. Tt apnears that
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ohtain home health services from the ¢ ated agency. A hospital
and home health agency contemplating mifoxclusive contract also need
to consider whother the contract will create an unreasonable vestraint
on comqotitiou under the.rule of reason standard.: A party attackin

- the exclusive arrangemont between a hospital and a home healt

“a contractual arrangement with'St. Luke’s

agency must prove that the contract imposed an unressonable re-

straint. on trade, -

In view of the Hyde decision it scems imperative that Congress
consider legislation that will allow joint ventures to prevent spiralling
home health costs and at the same time insure available services to
persons entitled to and in need of such sorvices. Thank you .

Senator Jersen. I thank you. So T am clear on the offect on the Hyde

decision, you say that it’s. presently mﬁ'ect‘inﬁ your Yhms to onter into
_ ospital or could possibly
affect the arrangements with St. Tuke’s? . '

sy g

Ms. Muencuow. There is that possibility. In Utah 1'eoeﬁtly three

«lifferent grou?s, a physical therapist who had a privately owned

corporation, a hospital, and & home health agency, joined together to
form a separate nonprofit corporation: for the provision of home
heulth services in their community. That was Salt Lake City, UT,
Andther group in that area has challenged that arrangement on an
antitrust basis, snying that by those three groups joining together,

they had taken theedgo of the market beoause they are the larger, Asn

~group together, threo of them become the largest provider in that area.

&

- its fair share or where can the Federal Government de

he case hasp’t been throudh the court, so 1t hasn’t been tested yet,
but I think legislation is necessary. More in the area of looking at'com-
etition from the liome health ;I)rospect.ive, our fututes look. pretty
leak. In the small areas such as Jowa, with hospitals moving into the
home health arena, it closed referral sources to us far one t ing, and
second, the only care that we end up* with is long-term chrome.
Wea have already heard today currently there is no-real payment for
it in an way, and most elderly people do not have the funds to pay for

the nurse to come on a regular basis or the physical therapist to come -

)

on n regular basis in long-term care. Medicare is one program, but-

people have needs who are not eligible for Medicare.

Senator JrPseN. Cooperatjon, cooperative, wasn't that your word,
Ms. Muenchow? . .

Ms, Muexcuow. T think cooperation is'the answer. _

Senator Jersen. Anyone else on the panel have any comtnents on
this or any other subject. before we go to.our next panel? Dr. Swaney ¢

Dr. Swaver. I may just add one more comment, answering your
previous question. The question was: Is the Federal Govoﬁ}ment doing

its share, that

Mvr, Levitz answered somewhat, and T am sure that the hospital admin-
istrator and nursing home administrator could answer it may be even
better than I can, but T could tell yon my one little narrow point of
view. For instance, the new reqmirements for Medicave in our offices,
we must decide whether wo would he willing to accent assignments or
not, and there will be cortain probléms,for us if we do not. Qur name
won’t be listed in the book. our patients presumably will be looking

for some other doctors whe is listed in the book who will accept as- -

sismuments., Now, in our office we have done some checking on.what
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this assignment will involyve. Ay office enll js say $18 in onr office. This
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year our overhead has been increasing pvery year because we aren't
ncreasing fees and of course our expenses are inicreasing, so our over-
head is somewhere around 47 percent. Medicare alone will pay some-
thing over $9 for an office call is what they have been paying in Linn
County, we thecked. And if the patient pays for this eéxtra insurance,
it’s something like $12, and fewer and fewer are heading for that extra
insurance now because they won’t see' a need for it and 1t’s quite ékpen-
. sive for them. So what’s happening is either you don’t accept Medicare
}mt.ients any more, and I am hearing my colleagues talk along these
ines, or you don’t accept assignment and charge them the usual.
And then you are going to be in the other problemsithat I men-
tioned, the.sanctions that the Government is going to be enforcing
against those’ who do not accept assignments. Or you end up right
now mayvbe just:breaking even, and mavbo going’ in the hole very
shortly. It's a dilemma. Amd T think that tht hospitals and the nursing
homes have seen this also: They are charging other people why pay,

who have private insurance and whatever, enough to make up ‘for*

what they are losing inthe Medicarepeople. * '

_ Senator Jrpsen, It is a problem: Medicare which not too many vears
ago was bronght into being was projecfed to cost $7 billion, By 1990.
Tt was $77 billion in 1982 and going straight up. So we all need to
address it and waqrk en it together. And T sense the feeling of both
frustration and might just add of disrust with the bureaucracy under
the rules in several statements here. I share that. But there are those
who Would listen to everything that was said this afternoon and more!
and would say, well, the only wgy to do it is just for the Gévernment
to take it over,; so thev don’t have to ask all these peopla whether they
should have cooperation, just make them all eooperate. Mv guess is

that’s probably not. something that’s shared by any member of this

panel. .

Mr. Tingrr. No. Could T just. comment on that? Dne of the con-
cerns is that not that he ‘zo one wav. or the other, he is sort of schizo;
phrenic, we don’t have a coherent nolicy or direction. On the one hand
Fwe are turning out more physicians. Wo have funded mega. dollars

€

to help manpower education. Then we come back and put regulations

and controls on the primarv care physician, the guy we gre supposed
to send out to do goodi. In the hospitals we are trving to fizure out if
we are going to Kave the control on the swing bed and the same time
trving to force a competitive market. We are goins to have the same

thing as the neighborhood schools—hospitals with the empty beds. -

Would'it make more sense to convert that into alternatives for.adult
living, whether it’s anartments, condo’s. swing beds. or some kind of

residentinl care? And until we get some signals, just like T was saying,

- wae will resnond to thedncentives, hut we would like to have them

there a little clearer. more distinet, and wa wonld like.to relv on them
more than 1 or 2 or 8 years. We would like to have them changed or
modified and go off in a direction that’s there fot 5, 10 years, .. '

Senator Jepsen. If we send the signals to Washington, wijl t.he_g ,

fly OK in Cednar Ranids and nlay well in Butte, MT at the same time

. Or do you thinkK Cedar Rapids, evervhody around this table, onaht

to speak out, bring in Anamosa, see what you'can do about the thing
you just mentioned. ° ’

- Tamnotlecturing, just put it iri the record. : "

&
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Mr. Trinker. T would like to seo Federal policy. ~

Senator (fresen. But'I think it’s a root, it’s a bottom line. Are.we
going to h it cpntmlimd in Washington, do you want them to go
ahead, and take this over, or do we look at what’s happening in Towa,

. and Iowa leads the way in « lot of things..DRG has got sonfe problems

but at least we are moving. :
.Mr. Tixxer. The Provinces of Canada-have & national he(l‘b}_\_ plan
and there .axe cettain characteristics of affordability, coverage, and

- various fentures, but it’s administered and handled at the proper Jovel. -

N

If you go to Winipeg, the overall framework is set ug_ from Ottawa,
but it's administered locally. They take care of the Indian population
to the north and the well-to-dlo in Winipeg.

Senator JersenN. Working pretty well. ' -

Mr. Tivker. It seemos to me we could learn some lessons from the
north. T think the controls are designed to be local with some overall
umbrélla instruction, L . )
; f%enator Jersexn. Now, we are coming. OK, I wish we had & couple
(Y ayS| . ? : -

Dr. Swangey. I think some of the frustrations right now, at least

* on the.providers’ part, is that Washington has implied that t'ixey were

taking over in the care of tho elderly and it really hasn’t worked out.
that way. I think the people have been dupped a little bit that wa¥‘
Mr. LEvitz. As one of the speakers mentioned earlier, the out-o

-

. pocket costs for the elder} ,-even in the presence of the Medicare pro-

gram, and supplemental insurance program, have been increasing. So

at the same time you are talking and considering cutting back on the

Medicare program in order to maintain access to uality health care

services, you need to be conscious of the fact that the elderly already

are bearing a significant part of the costs of the health care that they

wre purchasing for themselveg. . '
Senator Jersen. How much should—how much is enough

Mr. Lvrrz. That’s a question between: the individual and the physi-

cian in attempting to provide the-best care for the ppatient should not.. '

be—the decision on the type of care that the patient receives should-
not be made based on cost consideration. Except to the exclusion of

_alternatives. Now, to the extent that perhaps a lo@: costly ‘procedure.
1

can replace a costly (Frocedure, yield the same result, then, yes in that
3

way cosﬂw%;;se but cost being used so that an individual needs
' to decido whe or not to receive health care or another basic service

or basic human need, I think that for our elderly, for our poor people,

for nN- citizens we should find a way to make sure that those types of’

decisions aren’t made. In answer how much, we need to insure access

in the first place, then the content of the health care itself should be

decided by the medical system, physicians and in consultation with
other health *professionals and the patient, and cost should not. be &

consideration. The physician should not be concérned with whetheror « -

not the patient. he or she, is being reimbursed bv medieare. medicaid,

_Blue Cross. of has no insurance or third party pavment-at all.
Senntor JersEN. Well, we know that—F was asking Bill héie, what -

role did the Federal Governtent play in the develonment of this heli-
cop:gr\ ambulance here. T understand that's a local profect, isn’t it? *

! ¢
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 Mr. Warrace. Yes; the lifeguard helicopter is local, although the

city government actually owns the helicoptor and wo raised money for
1t and so forth and had a lot of hel p around from you and others.

Senatar Jresen. T am not bringing it up for that reason, but was
that——, o ) 0

Mr. Warrace. Private injtiative, cooperation betwoen local govern:”
mont, civil defensp—— .

Senator Jepsew. Everybody got together here and moved mountains

. and got it done.

Mr.- Warrace. Righ. Now we need to move some more mountains
and get another one. ’ ’ '

Senator Jeesen. That can be done, too. Thank you very much, We
will now go to the cost implieations and funding sources, public fund-
ing—Madge Phillips, Brico Oakley, Jackie Hegwood, Joe Tilghman,
John Weber, James Snyder. Wolcome, and I would advise the panel—
it’s ropetition—that your propared statoments will be introduced into
the record. Therefore, you niny summarize or proceed in any manner
you ao desire. You may proceed, and we will start with Madge Phillips,
director of the Linn County Health $oentor. Welcome? You may
proceed. « - ¥ ' :

STATEMENT OF MADGE PHILLIPS, liIRECTOR, LINN COUNTY
HEALTH CENTER, CEDAR RAPIDS, IA '

Ms. Proeeres. Thank you, Senator Jepsen. T want to spouk this
nfternoon, we have heard ahout the Fm;)eml Government’s role in
health care, vegulatory as well as funding, and I want to spenk spacifi-
cally, T guess, to the funding rolo of the State of Towa’s funding of
health cive and of Linn County’s funding of health care. The numbey
of dollars—and when T.started putting this together, T really hadn’t
realized this, but T do work with it. until T started putting it torether
what kind of dollars wo were taking about. The number of dollars
expended for public sources, that is State and county sources; for
the‘'provision of falth care in Towa and Linn County is truly staggoer-
ing. We look at the State Departane f Human Secvices as ong of
our mega agencios that hag probably the Inrgest buderet. and then wo

realize that out of the $378: million budget for the Departmoent of

Human Services, 56.9 percent of #hat budyet is allocated to Mor“.mid
or health-related services. Tot me review how this breaks down s little.

The fiscal year 1985 budget for the Department of Hnman Services,

“which ns T said is in excess of $378.000.000: the Medicaid State dollars
are $134.850,000, 85.5 percent of the total denartment budwet, You add
to that Federal dollars in the amount of K184.975.000. and wvther
dollars, ﬂ%"‘e millioni, §714 million. anproximately, and you have a total
then from the State of $326.774.000. - '

In addition to that. the State of Towa supnorts fonr mental henlth

institutes and the State dollars that o jnto those State mental henlth
institutes, $30.373,000 plus, or 8 pevcent. of the total Department of
MTuman Services’ budget. You add 60.649 Feral dollars, about
376.000 other dollars, and veu have ot $30.800.000 in the four mental
health institutes. Then the State of Towa supports two mental retarda-
tion hospital schools, and of those the State dollars theve. $47.400.000
or 12.5 percont of the total Department of Human Services budget.
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Thero are not so many Federal dollars and other:dollays in this par-
ticular discipline for some reason, lut you still have a total budget for
the mental retaxdation schools of $47,751,000. Iowa is a small State.

Then in addition we haye a community mental health/meiital re-
tardation funding from t.hg Department of Human Services which is
another $3,360,000, so if you add those up, the State dollars there, you
hive the $378,000,000, .

Novw, despite the magnitude of these dollars, we still see them as
being very tight. For this ygar for the first time Iowa has boen able to
institute under Senator Igm‘ner’s leadership $2.4 million for & new
medically needy program, But that $2.4 million is seen as only being
able to scrve the medically needy for a 6-month period and the popula-
tion that’s been served is very limited. It's mostly infants and children, -
those people—women who fall just .over the AFDC or title XIx
lovels. It’s o marvelous program, but4t doesp’t look like the $2.4 mil- &
lion is going to go all that far, and it certainly is a limited population® ™
to serve the médically. needy.

* On the Medicaid Program in the month of May for 1084, in Linn

County we had a Medicaid eligible population of 10,060 persons in

Linn County of which 5,636 in%ividua s were served for 1 monthly -
expenditure in Linn County of $1,104,147 for Medicaid payments. So -
if ono assumes this was an averagp monthly expenditure, you would (
be looking at an annual expenditure in Linn County of Medicaid
dollars of better than $13,000,000, Medicaid jmpacts the total health
delivefy system, covers a multitude of services, whi¢h I am sure you
are familiar with, including physicians, dentists, prescription drugs,
hospitals, chiropractors, optometrists, opticians, ambulance services
transportation, hearing aids, podiatrists, occupational angd physibai
therapists, home healtﬁ agencies, medical equg)ment, psychologists,
social workers, family planning, lab work, and orthopedic shoes, so -
wo do gretty much cover the wyaterfront.with that. (

It’s not our intent i this refort to comment on the qualit oi\the ;
sexvices received for these dollars, or for the availability of access,
again Senttor, pccess to medical providers for the medicaid Fatients.

i

“In county ta%:dollars, and this is in dddition to the $18 million that

~ comes from the State into Linn County, for Medicare costs, Linn

Ciounty spends an additional amount of new $6 million for healt _
servicos per year. This is $5,957214. T have-broken then county ex-  *
penses into two géneral categories, one mental health and mental re-
tardation, and the other medical and Erev'entive gervices Tor patient or

clients categories’ that are other than mental health and mental
retardation. . .
. And in fiscal year 1984, $5 million were spent on mental health,
mental retardation services and $911,528 were spent on other medical |
and preventive services, y

In addition. Linn County through the Linn County Health Center

funds the Visiting Nurses Association, the dirdotor spoke to vou just
recontlv, in the amount of $211.285 tax dollars with-an-additional - -~ -

£2.000 heing snheontracted to VN'A from the State Department of B
Health for home health nides. And T am not including some peripheral

services that we do fund here such as homemakers and such services as

in-home services for the elderly. T have tried to stick mostlv to just, .

more diveot costs. The_health eenter also funds the Children’s Dental

Health Center in St. Luke’s Hagpital in the amount of $47,000. '

)~ e L L



S : : .
232 L .

These support figures total '$6,248,000 health dollars expended by
Linn*County, and then you add your $80 million from Medicaid, you
\ are looking at hgalth service.qollars in Linn County at an estjmated
- . $19% million, Becauso we have gpoke, wo have spoken about Iowa .
being a. little different and doing its dwn thing, and bdeause we have
tlso talked about the need for Cooperative ventures, particularly beae.—"
tween the public and the private sectors, I' would-lhike to tell you in
closing about & program that we have here in LinnCounty, and I know-
that Mr. Grahek is gothg to be speaking later on, I think it was Mr. .
Grahek who chaired the committes who 3aid‘we need a program for
' ' Sw medically needy nbout § years affo and we started tflq medically
cody progrdm at the Linn“County Health Center. Thi§ program
covers outpationt services, not ynpatient services because we can’t af- _
ford them, for general care physicians and specialt physicians, for . \..
prescription dm%s, x rays and laboratory costs. And in the last year
this provided 8,540 patient visits to primary care physicians, 788 |
visits to specialty care gh sicians, 670 laboratory examinations, 362 '
X-ray examinations, and 10,204 prescriptions to 2,642 persons who
wore enrolled in the program and who weayre deemed medically needy. .
To be medically needy you have to be in a very low income eligi-
bility. They are primarily BNow $3,000 in cash income in a yepr and
have absolutely no other kind of health coverage. No Medicare, no -
Medicaid, no title XIX, no Blue Cross, no Blue §hield, and so on..
The proctss that we use here in Limv}’onunt is—and I want to say
very proud]y that every physician in Linn gouuty participates and
takes the patients who are referved by the Linn Health Services Pro- .
gram. Tho physicians’ bifls to Ling Health Services or the Linn Coun-
: tfr Ilealth Center are 70 \)ercent %their usygpl and customary fee and
“ \t 1at is paid by county do ‘}m‘s within 30 dnys},land the other 30 percent
is between the patient and the physieign, and many of the physicians
~ do forgive alkor a part of that or it is a personal’matter between the
patient and the doctor. . ‘ . .
. "In prescri ptign drugs, the patient pays the first $2.25 as n deductible, T
" and the rest is Dilled to Linn County and is paid again within 80 da{s '
with a minimum of paperwork. We do & number of—we do ycarly
physician and patient surveys and virtually overybody feels it’s work-
, Ing very well. We are very pleased that there-is that.partnership be-
. tgveen the private medical sector and the county in sharing for the
medieally needy.
Exclusive ofv administrative costs, which we try to keep very low,
the dollars that we spent last year by the county on this program were
$213,667, and I add that just-because I thought you might be interested ;
e " in one program that we happen to have in Linn County that I think
wo thought up ourselves,
And in cloding, T would like to emphasize again that this report ad- - .
~ dresses itself onlv to the public dollars that are spent in Linn County ‘

*

« and does not address itself to dprivate third-party reimbursements,
- private individual payment, and the gdditional dollars for inpatient 3
care that certainly magnify many times the dollars that are spent Lo
here on health care. Thank you very much. 1
" Senator Jersen. I thank' you, Madge. Your medically need, [ .

gram is most interesting, and if T understand you correctly, you said
that you pay 70 percent, th® doctors involved charge 70 percent of

¢
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 their basio oﬁstomafy charges, the recipients also pay the first $2.25

of their prescription. _ e ,
Ms. Prars. Presoription dru‘gs, and the 80 porcent that's left,

the physicians bill the county for 70} percont, then the 80 percent that’s
left. is botween the patient and the physician. I would-like to add also
that when—wo limit our enrollment so woe wgn’t rury out of money
hefore the year is over. When the waiting list gots toq long, as it does
sometimes, the physicians will very kindly serve what we identify as
crisis peoplo on the waiting list at no charge until they can be moved
onto the regular roles. So wo have oxcellent, wonderful cooperation
from the physictan, ' \
[The prepared statement of Ms. Phillips follows:]
A |

PREPARED STATEMENT oF Mavae PXirnies

The n \il'n‘\bqr ot dollars expended from public sources for the provision of frgaltn
care In*Town'and in Linn County I truly staggering. Of the State Defartment of

. Iuman Services' hudget for fiscal year 1085, 56.0 percont of the $378,148,008 48
égﬁnnnonml for Medicald or health related sefvices. Lot me review for you the

follpwing allodations, . . :
The fiscal year 1985 budget for thé Department of Human Services 13 $378,-

148,008, Of‘x;hls.tho following breakout occurs:

: { ' Modica{d'
State dollars (85% of totnl DHS budgot) . _.....-____ . __ $134, 350, 000
Foderal dOMATE oo oo e e e e - 184, 9756, 400
Other dollars. .o e e e o e b ..o 7. 449, 364
g 1) O N 820, 774, 764
Mental Health Institutes (4)
‘State dolars (8% of totnl DHS bUAZOt) oo oot $80, 378,015
Federal dollars __.__ o e e et e et e e e e e e e b e 60, 640
Other AoMAYS e A m e S e e e 870, 000
L2 O — o eeae 80,800, 684
. . . R . :
' . ’ - Mental Retardation Schools (2)
¥tnterdoliars (12.5% of totnl DHS VUdRet) - v oom oo oom e W $47,400,000
Federal dolldrs . ____ e e e e e 1 150, 000
Other dollars _______ et m————— ke g e . 200,822
PO oo e e e e 47, 761, B18
ﬁ R " : .
C’on‘:m*nity Mental Health/Mental Retardation Funds
- A b ¢
State dollars (0,99 of total DHS budgdt) .. £3, 360, 000
Federal doliars .. et T WO o i :
Other dollars . . e AU, U —— 7 0
POLAL o e e e e 8, 860, 000

'l‘f\eae are St,nté dollars allocated statewlde to'henlth' costs for fincal year 1968.
JDespite, the magnitude of ghese dollars, they are seon to be very tight. A new

State allocation of 2.4 millon for the medleally neédy s ‘anticlpated as being’® |

sufficlent only for six months to a-very limited po%ulatlon of wonen and chil-
dren whose income falls just over the AFDC (Title XIX) levels. :

On the Medicaid program In the month of May, 1084, Linn County had n Medic
ald eligible population of 10,000 persons, of which 5,036 Individuals weke
served for a month-of-May county expenditures of $1,104,147. 1f ohe awsuine
this Is an_ nverage monthiy expenditure and extends that, amount for twel
months, Linn County’s Medicald expendltumg%ould be an .Rnnual $13,2490,7

[
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. Modicald impacts the total health delivery systdmgsand covers a multitude of
services including those of physiclans, dentists, prescription darugs, hospitals,
chiropraétors, optomotrists, opticiang, ambulance sorvices, transportation, hear:
ing alde, podiatrists, occupational and physical therapist, home health agencles,
medical equipment, psychologists and soclal workors, family planning, ltab wotk
and orthopedic shoes. - T

It ts wot ofir lutont In thig.report to comment on the quality of services rocelved
for theso dolars, or for the avallaptity of accoss to modical providers by Medie-
aid pationts. .

County Tex Dollars—In additlon to the County's $13 million in Medicaro
costs. Linn County spends an additional amount of $5,057,214 for health serv-
fces. These County expenditures fall into two general categorles: Mental Health/
Mental Rotardation; and medical and provontative services for pationt/client
categories othor than mental health/montal retardation. ’ .

In fiscal yoar 1084, $5,045,080 was spent on mental health/mental retardation

' gervices : and $011,5628 waa spent 6n other medicnl and preventative sorvices.

In addition, Linn County through the Linn _County Health Centor funds Visit-
Ing Nurses Assoclation In the nmount of $211,285 tax dollars with an ndditional
$33, boing subcontracted to- VNA trom a Stato Dopartment of Health grant
for home health aides. The Health Conter also funds the Children’s Dental Health
Center in the amount of §17,0006.00. ‘ :

Those support figures total $6,248,0665 health dollars expended by Linn County.
Adding Medicald's $13,240,704 to the local tax dollars brings the public dollars
spent for héalth services in Linn County to an estimatod $10,498,820.

Included in the $011,628 spent by Linn County for meodical and pretentative
gervicos 1 $218,007.80 spent for outpationt medical care and prescription drugs
for the County's "medlically needy” population which doea not quallfy for as-
sistance from any other source and has no private third-party assistance. ‘This
program, unique in Linn County, provided 8,640 pationt visits to primarygcare
physicians, 788 visits to specialty care physiclans, 670 laboratory examinations,
80¥ X-ray examinations, and 10,204 prescriptions to 1,186 houscholds dut of an
enroliment, of 1,686 houscholds (2,842 persens) onrolted In the programs {n.
FY84. All Linn County physicians accept Linn Health Services patients. The
physiclans bi]) the county for 70 percent of their usual and customary feé, and
the other 30 percent is betweon the pationt and the doctor.

Proscription drugs are billed to the County with a $2.20 deduction pel pre-
seription paidyby tho patient. This program, a partnorship of private gnd publie
hontth contriblitions to serve the medically needy population, is peroelﬁd through -
both provider and consumer satisfaction surveys to run very smoothly with a
juinimum of administrative costs nyd paperwork, and it answers a noed te-
maining unmot by the very large almounts of mountes spent from the publle
‘bodioes for outpatient health care: .

ity closing,. it shonld be noted that this report addreyses’itself only to the

i public health care montes gpent In Linn County, and doead not address itself to- h

I private third-party rclrplmrsements or private Individual payments,

Senator Jersen. Brice Oakley, chief counsel for Blue Cross-Blue
Shield of Towa. Welcome, Brice. Proceed. Again your prepared state-
ment will be entered in the record. You may proceed ‘In any manner
you like. : ‘

‘ r

STATEMENT OF BRICE OAKLEY, SENIOR ASSOCIATE COUNSEL,
BLUE CROSS AND BLUE SHIELD ‘OF IOWA, DES MOINES, IA

Mr. Oakrey. Thank you Senator. I appreciate being here. My name
is Brice Oakley, I am senior associate counsel and director of Public
Relations for Blue Cross and Blue Shield of Iowa.

Our private. nonprofit organizations, along wish our sister corpora-~
tions—Delta Dental Plan of Towa and tho Towa Pharmacy Service
Corp.—provide Eomprehensive health care coverage for nearly 1 mil-

- lion Towans. In addition, wo also serve as one of the natipn's most
efficient cost-effeetiva intermediaries on the Medicare A, progrgm as
well as the carrier on Medic¢are part B in Iowa.

s . * /
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Az I stated, we do apprecinte this opportunity. Both in the interests
of time, confining our romafks to § minutes, as well as [ want to com-
ment on the role the (Rovernment might most appropriately play. I
am gding.to leave a substantial portion of our remarks for the record.

I do want to report to you, though, that we are pleased to-tell you

hat as n result of cOncentrated cost containment programs, and &
commitment. to affordable health care coverage, that we have been ablo
to reduco our rate or credit savings this year to nearly all of our sul)-
‘scribers, and T havo a detailed report on this that has been prévieusly
furnished to your office, and if you would like it to be a part of the
record, T would be pleased to do so.

" This resulted from Blue Cross'y stropg utilization review program

- which was mandated in 1981, but it was also with the cooperation

tWith the State’s doctors and hospitaks and citizens of thg State: al-
terations in design of our benefits to encourage outpatient care when-

_over it was medically appropriate; and concentrated programs to alert

Towans to the cost savings possible’ through the judicious use of the

~ health eare system accried to their benefit. m

The pricetorviented , dynamic that is now driving the health cave
systom has #aused tho pendnlum to.swing closer than ever before to
iust purely economic considarations. However, i we allow that pen-
dulum to swing-too far in that direction. we wifl be creating serious
quality and accpss\questions'ns have already beeri'described to vou.

As yet. in ourjudgment. the problems of necess and aralitv have not
reached the acute stage. The private sector hgs worked together wit:

. rovernment. to find some feasible selutions to our health cire cost

dilemma,_ but it is possible that we will faco those problems which
are plamuing other'States if we nealect to view the health care system
as a multi-faceted and truly comnlex entity. S -

T might add parenthetically that it’s casy for the insnvance industry, .
for example, to be only just cost consciops. In onr judgment that’s a
short. term view and does not reflect the industrv. Emplovers do care
about nccess and quality, they do carg ‘about their emploveeg, and
therefore wo as an industry have to share those concorns with them
with regard to quality and access, '

To maintain a broad analysis of t}

fs and other crucial' health, care

.issues, our plans are going to commit ore time to the malvsis of Fed-

eral legislation impacting the healff care industry. 1985, ERTSA,
Karen Forguson, Kennoth Kephart&gre all going to be part of that
health care-cost Texicon in capital letters. g .

We appreciate the Senator’s concern, for example. for the billing of
private insurérs for health care provided in militarv facilities in

“FLR. 5372. That was sugeested by the Departmont of Defense with-

out holding hearings. Clearly. furth8r study is ewfentin! to the delibera-
tion on that issue, which may have some far-reaching effects on private
cost containment. initiatives. And we apmeciate youn service as the
chaivman of that subcommittee in vecognizing that further informa-
tion had to he solicited on that before its consideration, though cer-

. tain}y it will-be an issue next year.

I might also add that your background n}r;d oxpertise in insurance
makes it easier to relate to some-complex subjects. My learning curve
has gone straight up in this business because I have been in it 114

-
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years, and, of course, you have been in it for many years gnd we ap-
prociate your being sensitive to those issues.

As you know, though, the market places in 1980 differ markedly from

those of the provious 20 yoar& The focus has shiftetl dramatically to”

cost containment and a demand for prudent purchasing. The private
sector’'s attention is concentrated intatitly on these problems, and in-
deed it’s working hard to address a jajority of them, but there is a
role for Government,’ " i

We must recognize that Government \\;ea s two hats, It beth finances
the system; it's called upon also to provide leadership and to be the

regulator of that system; and it has to choose carefully and recognize:

which hat it has on when it makes its pelicy decision, and whether

they are purely in the fiscal area or whether they ave truly reflecting -

. overall leadership ‘at the.national level. For example, in keeping the

competitive field cquitablofor all the competitors, by resisting the

tomptation to legislate it as important as legislating itself. Fixing the |

ERISA problem, which is changing a law that hgs already been
passed ; resisting all-payer arguments; avoiding measures which stifle
the PPO development; opposing tax caps; and so forth, There are
some issues, unfompensated care, the appropriate vole of the Federal

(Fovernment.-It's a matter of lomlm‘gliil]3 and national policy, Ym‘lm{;s
w

also in the allocation of new capital.
well taken cave of in the private sector,

It's clear that:our policies and those, and I say ours, that is the
industry, in the private sector in general, have succeeded. We have
im\)rovod the cost of care without any discernible sacrifice of quality.

oth issues cannot perhaps

Industry inflation trends are slow. We are adopting alternatives to-

vxtensive inpatient care where appropriate. In the cage of most of our
subscribers the cost of the coverage is stabilizing or oven falling. Towa
is lending the way and we ave proud to be a part of that.

Think of the mm]o¥y to tho,energy field and what happened to-

energy in the 1970°s. Health is the issue of the 1980’2, And when Gov-
ernment overintervenes, when it became too much involved, it had to
step back and repoenl and adjust. Ins{oad of trusting, one, the citizen
as prudent buver; second, trusting State government and the private
industry itself, that’s what happened in that field, and T would hope
that we could avoid those mistakes, . e
summary, the private sector indeed has a significant successful
role to plny}n development which plague the industry. The continued
suceess, however, requires an ongoing cooperation with the Govern-
merit in some kind of a partnership. We, as the State’s largest private
health insurer are committed to a methodical but selectMe change
which avoids a somewhat myopic concentration on the symptoms of
the problem and instead considers the complex nature of the health
onre industyy as a whole, Thank you.
[The prepared statement of Mr. Oakley follows:]

PREPARED STATEMENT OF BRICE OAKLEY @

1 am Brice Oakley, senlor assoclate colmsel for Blue Cross and Blue Shield
of Iowa. Our private, non-profit organizations, along with our sister corpora-

tions—the Delta Dentgl Man of Towa nnd thé Yowa Pharmacy Seérvice Corpora-

tlon—provide comprefiensive health ¢are coverage to nearly one milllon Iowans.
In addition, we serve as bne of the natlon’s most-eMcient and thst-effective Intor-
medlarles for the Medicare A program and as earrier for Medlcare Part B
in Towa. ot : 4 ‘

# ‘.
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Wo approciate the opport\uuéy to comment on the role of private insurance In
health eare cost and accoss issuds.

We're plonsed to tell you that as a Yesult of cdncentrated cost-contaloment
programs and a solid commitment to affordAble health care coverago, our orga-

# nizations‘were able to reduce our rates or oredit savings this yoar to nearly all

.
N

4

uf out subscribers. : .

This resulted from Blue Orass' strong utilization review program maifdated in
1081 with the cooperation of the State's doctors, hospitals and citizens; altera-
tions fn the dosign of our bonefits to encourage outpationt care whenever it is
medically appropriato; and concentrated program to alert Yowans to the cost
savings posaible through the judiclous use of thp health care system and their
own benefits, '

Theso programs ylelded a 20 percont decline iirinpatient use for our subscribers
in the past three and a half years. And the results we’'ve seen are a tribute to
all Iowans who readily adopted those cost-saving measu because these pro-
grams promdted quality health_odre In order to maintain an affordable cost.

Bluo Oross and Blue Shield of Iowa have dong served as a catelyst for health -
caro cost-Initintives and contlnue to exploro and l_mplomont new measuroes for

keeping caro available and affordable.
Beginn late yast year, we implemented a revolutionary hospital prospective
Y paymopt sfstem which is falr to hospitals apd patients alike, and which inctr-
poraYe lucontives. for greator hospital efMciency and effectiveness In use with-
out jeopardiring caliber of the health.care provided in this stato. It is a aystem
which will gerve as a model for other states because it was developed with the
hospitals of Jowa—not as a unilateral effort which threatens their survival.

But there continues to be a widespread concern about the new Medicare pay-
-mont aystom based on dlagnosis related groups, particularly related to thelr
potontial negative lmpact on quality and access to health care. Thero in a great
nced to balance cost conslderations with unlltﬁ., _ .

The price-oricnted dynamic now driving the healtlf care system has caused
the pendulum to swing closer than ever before to economic consideratlons, How-
over, If we allow that pendulum to swing too far in that direction, we will be
croating serlous quality and access problems. - : -

As yot, .the probloms of access and quality have not reached the acute stage.
The private sector has worked together with.government to find thasible solutlons
to our health care cost dilemnias. But it 18 possible that we will tace those prob-
lems which are plaguing other states it we neglect to ylew the health care aystem
ag a multi-faceted, complex entity. o '

To maintain a brosud analysls of this and other cructal health care lasues, our
plans will commit more time to the analysis of federal legislation impacting the

" health care industry, . .

Wo appreciated thé senator's c¢oncérn for the billlng of private insurers for
health care provided in military facllitjes (H.R, 8372) without holding hearings.
Clearly, further study is essentinl to deliberation of this lssue; which may have
far-reaching effects on private cost-containment inltiatives. .

As you know, the inarketplace of the 1080's differs markedly froin those in
thd previoys twepty years. The focus has shifted dramatically to cost contain-
ment and a demand for “sn-\ldont purchasing.” The private sector’'s attention 1s
concentrated fntently on these problems and fndeed, its efforts will sucéesstully
address the majority of thém., ’ '

1lowever, there remains a crucial role for governnment on two fronts. ,

First, in keeping the competitive field equitable for all competitors ; specifically,
by fixing the ERISA problem ; resisting all-payer arguments ; avolding measures
which stifle PI'O development; opposing tax caps; and by not promoting risk

segmentation and adverse selection through artificial multiple-chofce or voucher .

systoms, - . .

. Then, government should address those Issues such as uncompensated carod

and the allocation of new capital, which will not be addressed effectively through
. the competitive marketplace.

To expand for a moment on the fssues of ERISA, we support amending this

net so that 1t pre-empts state-yfandated benefit laws, continuation conversion

Inwa and provider freedom-of-chotce laws Invofar as those lnws apply to insured

employee health benefit plans, This will foster gFfeater cost-contalnment possi-
bilities far the private sector. : «

Blue Cross and Blue Shield of Iowa are commijtted to balmwln‘the buslness
vommunity's natural advocacy for revolution in health care with both the pro-
viders' roln\tlvo residtance to xadical change in thé\hdulth care Industry and*the
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governmnnt’'s need for planned predlctnblllty in its health caro entitlement
progrgins,

It 15 clear that our policios-—and those of the private sector in genoral—have
swccecded. We have improved the cost of care without discornible sacrifice of
quality. The industry inflatton trends are slowing. We are adopting alternatlves

to expensive lnpatient oare. whore appropriate. And in the case of most of our -

subscribers, the cast of coverage Is stabillzlug vr evon falllug. Yowa la lending the
way, and we are proud to be-a part of it.

In summary, the private sector indeed has a Jrlgnlﬂmnt and successtul role to
play in the dovelopment of alternatives to the cost problems which plagne today's
health care Industry. : ‘ ' ‘

Continued succesy, however, roquires ongolng cooperation with government
in a puble-private partnership, We, as theaState's largest private health insurer,
are committed to mothodical, selective change which avoids myople concentration
on the symptoms of the problem and instead, considers the complex nature of the
health enre Industry as a whole.

. + . .
Scnator Jeesen. Thank you, Brice. Jackie Hegwood, Social Secu-

rity Administration, Cedar Rapids office.
Jackie, you may proceed.

STATEMENT OF Jﬁcxm HEGWOOD, OPERATIONS SUPERVISOR,
SOCIAL SECURITY DISTRICT OFFICE, CEDAR RAPIDS, IA

Ms. Heawoopn. Thank you, sir. I am from the Cedar Rapids Social
Security District Office. I have been asked to give a brief explanation
of the way the local Social Stcurity office provides health cave infor-
matiop to the public under the Medicare program. ‘ -

The Jocal Oﬂll()(‘. provides information on Medicare entitlemant provi-
stons and helps the public completo appropriate application formg to
- secure Medioare coverage. After initinl entitlement has been_ egtab-
lished under Medicare, the office will provide assistance in completing
the roqn:gh*‘for Medicare paymeont form and will provide general infor-
miation oh coverage of specific items. If more detailed information is
required regarding items’covered or if thero is a (\}:ostion regarding
a praviously submitted claim for payment, the public is reforred to,
the Medicare toll-fgce number in Des Moines. If there are questions
about the payment received, the office will provide an explanation of
the appeal procedure and assist the public in comnpleting the appro-
priate forms, '

The office mnkes ayailable to the public various pamphlets; both
general information. pamphlets and ones which provide an indepth ex-
planation of a specific aspeet of Medicare covernge. The office has avail-
able to the Pub{ic such listings as Directory of Klodicul Facilities, Di-
rectory of Nursing Homes, Directory of Providers of Kidney Dialysis
and Transplant Services and Provider Assignment Rate Listings. The:
Sacial Security office makes every nttmné)t tp widely distribute infor-
mation about the Meditare Program and to answer any questions the
public might have on enrollment and coverage aspects of (t..lhe program.
The offico is nvailable to help in completing any forms needed under the
Medicare Program and to provide any printed material the public
might request in regard to Medicare. : . '

Senator JerseN. Thank you very much, Jackie. Joe Tilghman, dep-
uty regional administrator, Health Care Financing Administration,

™
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STATEMENT OF JOE TILGHMAN, DEPUTY REGIONAL ADMINIS-
TRATOR, HEALTH CARE FINANOING ADMINISTRATION, KANSAS
CITY REGIONAL, OFFICE, KANSAS OITY, MO '

Mr. TiveumAN, I am from Health Care Financing Administration
. _regiongl office in Kansas City. We are responsible for the Federal
’ " “administration of the Medicare and Medicaidf Programs in'a four-’
State aren, those boing Iawa, Kansas, Missouri, and Nebraskn, Let me
say before I get into my prepared statement, I have enjoyed bgipﬁ here .
. today. I haven’t always enjoyed what'I heard said about the Medicare
and Kiedicaid Programs, but I think it’s very helpful to hear this type
of exchange of thought about our programsand kow they are working.
1 nlso enjoyed meeting Julie Beckett today. I xemember very wo
the night, it was all the way back in November 1981, it doesn’t seem
like it could be that long ago, I received & call at home. I didn’t watch
the nows conferonce that night, but withjn 5 minutes when he men- -
tioned Katie Becketh on the news conferdnce, my home phone was
vinging, and 1 spent probably the next 2 weeks or so immersed in
Katio Beckett, doing everything -we eould working with the State e
people and county people and eur central office people to get her out of
the hospit¥ and home, and I can assure her that she has very success- -
fully synthetized the i)m-eaucracy as far as not.only Katie, but also
with other cases like hers. We know what it’s all abou% and we pay a lot
of attention to them when they come acrogs our desk these days. - .
I want to talk about three areas today. They are basic recent changes .
in the Medicare Program. Twe of them havé already been discussed
to some extent. One is hospital prospective payment, the othor one
is reimbursement for physicians under part B of the Medicare Pro-,
gram, and the last one 1s how we are going to reimburse for laboratory
services, I am going to use a Erepared text on that cause’they are
complicated subjects and I think there is & lot of interest in them and <
1 w(imt to make sure I get all the peints across thatrI think shzd bo
made. . - ) -
‘Before I get into the prepdred statement on theso threo archs, oxg
, oint 1 woxﬁd like to emphasize is that 1 have been with either tl
L. edicare or Medicaid Program at the Federal level since July, 1971,
and during that 13-year period we have never been ag busy as an )
agency as wo have in the last 8 years, and expect to be for the next .
' year or 2 years or so, baged on what we know is coming. There have
[ - been an awful lot of signiicant, coinplex, rapid changes made during
/ that period. And we expect mbre to como shetrtly. The point I want
' to mako Is that there is a lot of interest at the Federal level and in
Congreds and may be changes, and there is a lot of activity underway - -
right now that T think niost of you are aware of. You may not like
. all of it ; you mav disagree with some of it, vou may see need for some
" more changes, but there is a full agenda at the Federal level right now
and we expect, to have 2 lot more. With that I would like to go into
those three points. ' - o
. The Social Security Amendments of 1983 contnined what is probably .
the inost significant change to the Medicare Program since it was '
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onacted in 1965. This change is the prospective payment gystem, con-
monly called PPS, also DRG's. for hospitals. ¥or the past 17 years,
hospitals wore veimbursed on the Medicare Program on a reasonable
cost basig, a basis which failedSto encournge efliciency since wo reim-
bursed basically ‘for whatever costs were incurred. Since Qctober of -
1083, Medicare prospective payments have been based on standardized
rates keyed to the patient’s diagnosis rather than on the previous
open-cnded cost-based system which was a domi,nnng_c_/lllh'ilmtor to
health care inflation. ' Ak
< We now establish, in advance, set rates for ench of 468 I)ingznosﬁ
Related Groups or DRG’s—such as cataract, hip replacoment, heart
attacks, and other major procedures, These rates are based on the aver-
hgo apount of resources needed to take care of each type of case. Sinee
the fixed rate is considered payment in full, hospitals are prohibited
from charging beneficiaries more than the statutory deductible and
comsurapce amonnts. Prospective payment rewards hospitals that
organizg and provide care efficiently and forces, those that aré inefli-
clent to/absorb the cost of their ineficiency. Qver the long run, PPS
shoulil prave to be a valuable weapon in our battle to control the rise
in health care costs. . . , . '

The full impact of this system, will not he felt until its 8-year phase-
in is ¢omplete. ITowever, since it began last October 17, it has al-.’
ready/ lind a beneficial cffect. With a total of nearly 5,000 or three-
fourths of all short-stay hospitals now. on progpective payment, we
have [seen hospital admissions decrease slightly, about. I pergent from
the corresponding period of the yea'r before. In addition, the average -
length of sty in all hospitals has declined from 9.7 days to 9 days.
This shorter length of stay is partly the result of PPS encouraging
hospitals to provide services in an efficient manner.

Under this system, we continue our commitment to insure that high

" quality and apprepriate medieal care is maintained in the hosnital

setting, We rely on several mechanisms to achieve this end. Thebo
include Peer Review Organizations, Medicare contractors, and facility
surveys, Inevery State, our contracts with Peer Review Organizations
require them to achieve the following kinds of objectives : j'st, Re-
duction of readmissions that oceur becanst the patient received care

: (lurin‘: a prior hospital stay; Sec9,nd. Assurance that a patient re-
t

ceived the kind of care needed tg avoid serious complications; Third,
Reduetion of unnecessary surgery or invasive procedures; and fourth,
Reduction of avoidable postoperative complications. ' o
Our Medicare contractors, in Towa it’s Sioux City Blue Cross and
Town Blue Cross-Blue Shicld in Des Moines, upon whom we are also
relying for the maintenance of high quality care, will continue to
sereen claims to assure that the eare being billed for is covered and
appropriately provided. And. finally, the third mechanisin, fncilitf'
surveys, ensures that the participating institution, i.e., the hospital,
continues to meet standards necessary for its ongoing participation in
Medicare, }(‘é ¢ are determined that through these three approaches
high quality care will be maintgined for Medicars beneficiarios.
The Deficit Reduction Act;'which became Public Law 98-369 on
July 180f this year, made aaumber of changes to PPS. One modifica-
tion will make it casier for coktain rural hospitals to be more appro-
priately classified as regional referral centers and receive the urban
rate of the PPS, which is higlfer. An additional change allows hos-
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pitals located in conntios redesignated as rural to have a 2-year trdn-
sition to the rural rates rather than to veceive the.lower rate lm_modl-_

ately. ' _ e .
‘The I)e\{ilt Reduction Agt alsﬂi sluded two key provisions which.

‘will help control ‘expenditures to thé programs as well as to the mil-

lions of n‘oﬁcim'ies dependent on Medicare as a basio squrce of finan-
cinl protection against the high cost ¢f medical care.

Under one of these—this is the gne Dr. Swaney mentioned earlieri ,

mnde some comments—all physicians’ fees paid for by Medicdre wil
be frozen for a-15-month period beginning with July 1 of thig year.
Boginning with Qctaber 1, phygicians will have the opportunity to
agreo,to accept assignment for ll services proyided to Medicare pa-
tients*during the coming year. Incentivés for physieian participation
include the publication of directories of participating physicians
which will be available at Social Security and carrier offices and at
senior citizens’ organizatious. We will also inforin Medicare bene-
Aiciaries of the ptﬁ)lieatiog’ of this directory. In addition, toll-free
telephone lines will be maintained by carrier to disseminate this same
information. . f . _

Nonparticipating physicians can continue to accopt assignment on
a‘casc-by-case basis. However, in thqse instances where they choogse not
to accopt assignmént, they are forbidden to increase their charges to
Medicare patients aboye their actual pattern-of charges for the April

“through June 1982 ‘quairter, If physigians fail to abide by this provi-

sion, this is for nonparticipating physicians, they can he subject to
civil money penaltigs or to exclusion from the Medicare for up to
b years or’

money for both t edicare beneficiaries and the taxpayef. R
The third area J have is payment for laboratory'tests. - 1
Prior to the District’ Redygtion Act, the Medicare Program paid

that wo formeply paid for inpatient services. That is, we essentially

" hospitals for :gtpatient lahoftory services in much the game way

reimbursed laboratories on the basis of their costs. All other putpatient
lnboratory segvices; that is, those furnished,by independeht labora-
torics and physitians, were payed for an the bdsis of reasonable
charges. These labs and physicians werd also able to accept assignment
on a case-ly-case basis. With the enactment of Public Law %'8‘—869',

th. By/freezing physicians’ fees and by ‘providing incen-
" tive$ for them to R¢cept assignment-for all services, we will be saving

we rnow have the authority to establish fee, schedules for outpatient -

7

lnbomto;;y services. By egtablishing these rates of payment in advance,
we will £lso be encouraging the same efficient behavior in the provision
of qutphtient labservices that we are with inpatient hospitall"services,
Furthérmore, Public Law 98-869 also modified the assignment option
so that now all independent and hospital labs are reqtﬁ

nsmfmment, formerly only a reguirement for hospital Jaboratories.
In dhese cases, reimbursement at the fee schedule level will constitute
ful] reimbursement. And no coinsurance or deductible will be required

of the beneficiary. This offers protection to the beneficiary against -
. . @«

rising out-of-pocket costs for ‘the Medicare Program. .
That concludes my testimony.: [-reemphasize the fact that T have
only touched on three changes:-today; These seem to be the most im- -

~ portant changes right now as far as f)ub]ic oniniont at this time:

[ The Q)'el)tl red statement of Mr. Tilghinan follows:]
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THANK YOU FOR JHE OPPORTUNITY TO APPEAR HERE TODAY TO DISCUSS
SOME OF THE RECENT MAJOR CHANGES.TO THE. Heolcggt PROGRAM, | WikL
FOCUS SPECIFICALLY ON THREE REIMBURSEMENT CHANGES WHICH WE BEL 1 EVE
WILL HAVE A SIGNI ICANT)ROSITIVE EFFECT ON MEDICARE PROGRAM COSTS
AND ON CONTROLLING THE OVERALL ESCALATION .IN HEALTH CARE COSTS,

-

PROSPECTIVE PAYMENT .

LAST APRIL, THE PRESIDENT SIGNED INTO LAW THE SoCTAL SECURITY(
AvenpHeNTs oF 1983 (P.L, 98-71) wHicH confagﬁeo WHAT IS PROBABLY
THE MOST SIGNIFICANT CHANGE TO THE MEDICARE PROGRAM SINCE LT WAS
ENACTED IN 1955, THIS CHANGE IS THE PROSPECTIVE PAYMENT SYSTEM
(PPS) FoR HOSPFTALS, FOR OVER 17 YEARS, HOSPITALS WERE REIMBURSED

ON A REASONABLE GOST BASIS WHICH FAILED TO ENCOURAGE EFFICIENCY T

SINCE WE REIHBURSED BASICALLY FOR WHATEVER COSTS WERE INCURRED.,

“SInce Octoser or 1983, MEDICARE\PROSPECIIVE PAYMENTS HAVE BEEN BASED

ON STANDﬂRDIZED RATES KE?ED TO THE PATIENT'S DYAGNOS!S RATHER THAN
ON THE PREVIOUS OPEN- ENDE Lﬂﬁl}%ﬂSEU SYSTEM WHICH WAS A DOHIN&NT
CONTRIBUTOR TO HEAUT ARE INFLATION.

A 4 J
) »
-

WE NOW ESTABLISH, IN ADVANCE,:SET RATES FOR EACH OF US8 DiacNoSIS
ReLaTeD GROuPS OR NRGS -- sucH AS CATARACT, HIP REPLACEMENT, HEART
ATTACKS, AND OTHER MAJOR PROQgDURES. JHESE RATES ARE,BASED ON THE
AVERAGE AMOUNT OF RESOURCES NEEDED TO TAKE CARE OF EACH TYPE. OF
CASE. SINCE THE FIXED RATE 1S CONSIDERED PAYMENT N FULL. HO%PITALS
ARE PROHIB&FED FROM CHARGING. BENEFICIARIE‘ MORE THAN THE STATUTORY .
DEDUCTIBLE"AND COINSURANCE, PROSPECTIVE PAYMENT REWARDS uDSPITALS
THAT ORGANTZE AND PROVIDE CARE EFFICIENTLY AND FORCES ruose THAT
ARE INEFFICIENT TO ABSOR® THE COST OF THEIR INEFEICIENCY, OVER
THE LONG RUNS PPS SHOULD RROVE TO BE .A VALUASLE'HEREON IN OUR BATTLE
TO. CONTROL THE RISE IN HE%LTH CARE cbsr%.“ N ' @,
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TNE'FQCL IMPACT OF THIS SYSTEM WILL NOT BE FELT UNTIL ITS THREE- .
ek YEAR PHASE-IN IS COMPLETE, BUT SINCE IT BEGAN LAST OcToBER 1T HAS .
Yy ALREADY HAD A BENEFICIAL EFFECT. WITH K 7oTAL OF 08,967 ¢r 7h PERCENY )
OF ALL SHORT-STAY HOSPITALS NOW ON PROSPECTIVE PAYHENT, WE HAVE SEEN.
HOSPlTA‘l‘DHlSSIONS DECREASE SLIGHTLY (ONE P!écsnr) FROM THE , .
CORRESPONDING PERTOD OF THE YEAR "BEFORE, IN ADDITION, THE AVERAGE
LENGTH OF STAY IN ALL HOSPITALS HAS dECLlnso FROM 9,7 DAYS 10 9.0 - .
DAYS. THIS SHORTER LENGTANOF STAY IS PARTLY THE RESOLT OF OUR '
PROSPECTIVE PAYHENT SYSTEM WHICH ENCOURAGES uosmuiro PROVIDE
SERVICES TO OUR’ BENEEACTARIES IN AN "EFEICIENT MANNER,

. S
UNDER THIS NEW SYSTEM, WE CONTINUE OUR COMMITMENT TO ENSURING' _

THAT HIGH QUALITY AND A ékppnlnre MEDICAL CARE 1S MAINTAINED FOR THE . ‘
MEDICARE POPULATION 1 HOSPITAL SETTING, WE WILL BE RELYING OR
SEVERAL MECHANISHS WHICNWNE WILL CLOSELY MONITOR TO ACHIEVE IHIS END, T
THESE INCLUDE PEER REVIEW ORGANIZATIONS, MEDICARE CONTRACTORY, AND
FACILITY SURVEYS. [N EVERY STATE, OUR CONTRACTS WITH PEER lEw
ORGANTZATI0NS REoUIRE'Tﬁk§ TO ACHIEVE THE FOLLONING x]uos OF h .
0BJECTIVES: (1) REDUCTION OF READMISSIONS THAT OCCUR BECAUSE THE ;
PATIENT RECEIVED SUBSTANDARD CARE DURING A PRIOR HOSP|4AL STAY;
o (2) ASSURANCE THAT A PATlENT RECEIVED THE KIND OF CARE NEEDED TO .
AVOID SERIOUS COMPLICATIONS) (3) REDUCTION OF AVOlDABLE DEATHS] '
.(0) ReDUCTION or';aﬁccesqawv SURGERY OR INVAS IVE ,PROCEDURES } AND
(5) REDUCTION OF AVO&gABLﬁ PQST- OPERATIVE COMPLICATIONS, OUR"
MEDICARE: CONTRACTORS, UPON-WHOM WE ARE ALSO RELYING FOR THE, E
MAINTENANCE OF HIGH OUALITY GARE, WILL CONTINUE TO SCREEN CLAlns To B
ASSURE THAT THE CARE BEING BILLED FOR 1S COVERED AND APPROPRIATELY .

. y
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PROVIDED, ;;BS\FtNILLY. THE THIRD MECHANISM, FACILIYY SURVEYS, i
ENSURES THAT THE PARYICIPATING INSTITUTION, 1.E., THE HOSPITAL, , u
CONTINUES To MEET STANDARDS NECESSARY FOR ITS ONGOING PARTICIPATION .

\ L d

IN MEDICARE, WE -ARE DETERHINED THAT THROUGH THESE THREE APPRoAcuss
HIGH OUALITY CARE WILL BE MAINTAINED.
THE DEF1CIT REDUCTION ACT, WHICH BECAME LAW (P.L. 98-359) on o
JuLy 1R OF THIS YEAR. MADE A NUMBER OF CHANGES To THE MEDICARE
PROGRAH, AMONG THESE. ARE SOME TECHNICAL AND OTHER MODIFICATIONS TO
THE PROSPECTIVE PAYMENT SYSTEM. ONE MODIFICATION WILL MAKE IT EASIER
FOR CERTAIN RURAL HOSPITALS TO BE MORE APPROPRIATELY CLASSIFIED .AS
REGIONAL REFERRAL CENTERS AND RECEIVE THE URBAN RATE, WHICH 1S
HIGHER. AN ADDITIONAL CHANGE ALLOWS HOSPITALS LOCATED IN COUNTIES
REDESIGNATED AS, RURxm HAVE A TWO-YEAR TRANSITION TO THE RURAL
RATES RATHER THAN TO RECEIVE THE NEW (LOWER) RATE IMMEDIATELY,
S o
PHYSICIAN RF[MBURSEMENT
Twe DEFICIT Repucrion Acr ALéo INCLUDED TWO KEY PROVISIONS WHICH
\\\TNL& HELP cbnrRoL EXPENDITURES TO THE PROGRAN AND TO rus AILLIONS ok -
BENEF ICIARIES DEPENDENT ON MEDICARE AS A BAS|C SOURCE OF FINANCT AL .

PROTECTION AGMNST THE HIGH COS\I' OF HEDICAL CARE.

' UNDER ONE OF THESE PROVISIONS, ALL PHYSICIANS' FEES PAID FOR BY . :
' MEDICARE WILL BE FROZEN FOR A I5-MONTH PERTOD, BEGINNING WITH JuLy ) _
OF THIS YEAR, BEGINNING WITH THIS OCTOBER "1, PHYSICIANS WILL HaveY: ;
THE OPPORTUNITY TO. AGREE To ACCEPT ASSIGNMENT FOR ALL SERVICES
PROVIDED TO MEDICARE PATIENTS DURING THE COMING YEAR, INCENTIVES FOR

2 N
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PHYS[CIAN PARTICIPAYION INCLUDE THE PUBLICATION OF DIRECTORIES OF

PARTICIPATING PHYSICTANS WHICH WILL BE AVAILABLE AT SociaL SECURITY
AND CARRIER OFF1CES AND AT SENIOR CITIZENS' ORGANIZATIONS, WE WILL AN
ALSO INFORM MEDICARE BENEF!C!A%‘ES of TﬂEJPUBLlCATION OF THIS
DIRECTORY, 'IN ADDITIQN. TOLL-FREE TELEPHONE L INES WILL BgﬂHAINTAINED

v

N

TO DISSEMINATE THIS SAME INFORNAJION.
. b

- -
- » -

NONPARTICIPATING PHYSICIANS CAN CONTINUE. TO ACCEPT ASS1GNMENT ON
A CASE-BY-CASE BAS!IS, HOWEVER, IN THOSE INSTANCES WHERE THEY CHOOSE
NOT TO ACCEPT ASSIGNMENT,.THEY ARE FORBIDDEN' TO. INCREASE THEIR
CHARGES TO MEDICARE PATIENTS ABQVE THEIR ACTUAL PATTERN OF CHARGES
FOR THE THIRD gﬁ]RTER oF FiscaL Year 1984, 1r PHYSICIANS FAIL TO o
ABIDE BY THIS PROVISION, THEY CAN BE SUBJECT TO CIVIL MONEY PENALTIES '
OR TO DEBARRMENT FROM MEDICARE FOR U TO FIVE YEARS OR BOTH, | “AH
SURE YOU WILL AGREE THAT BY FREEZING PHYSICIANS' FEES AND BY
PROVIDING- INCENTIYES ronp}ycn JO ACCEPT ASSIGNMENT FOR ALL SERVICES,

Hh WILL BE SAVING MQNEY FOR THE MEDICARE BENEFICIARIES AND THE

TAXPAYERS, >
PAYMENT FOR LARORATQRY TESTS .

PRIOR ®p THE DPEFICLT REDUCTION ACT, WE PAID HOSPITALS FOR 1&@:ﬁ'
OUTPATIENT LABORATORY SERVICES IN MUCH THE SAME WAY THAT WE FORMERLY "
_PAID FOR HOSPITAL SERVICES, THAT IS, WE ESSENTIALLY REIMBURSED -
LABORATORIES ON THE BASIS OF THEIR COSTS, ALL OTHER OUTPATIENT  «
LABORATORY SERVICES, THAT 1S, THOSE FURNISHED BY INDEPENDENT
LABORATOBIES AND PHYSICIANS, WERE PAYED FOR ON THE BASIS OF
REASONABLE CHARGES, IHESE LABS AND PHYSICIANS WERE ALso'AagE 10 e
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ACCEPT ASSIGNMENT ON A CASE-BY-CASE MASIS. BUT WITH THE ENACTMENT OF \ i
P.L. 98-359. WE NOW HAVE THE Aurﬁonlrv TO ESTABLISH FEE SCHEDULES FOR

OUTPATIENT LABORATORY SERVICES. "BY ESTABLISHING THESE RATES OF

PAYMENT TN ADVANCE. WE WILL ALSO BE ENCQURAGING THE SAME EFFICIENT . X
BEHAVIOR IN THE PROVISION OF OUTPATIENT LAB SERVICES THAT WE ARE WITH

uosmm INPATIENT SERVICES. FURTHERMORE, P,L, 98-359 ALSO MOQUFIED

~ATHE ASSTBNHENT OPTION SO THAT NOW ALL™INDEPENDENT AND HOSPITAL LABS .
ARE REQUIRED TD ACCEPT ASSIGNHENT. FORMERLY ONLY A REOUIREHENT FOR )
HOSPITAL LABORATORIES. [N THESE CASES, RElHBURSEHENy AT THE FEE .:\

SCHEDULE LEVEL WILL CONSTITUTE FULL ‘REIMBURSEMENY. AND NO COINSURANCE
OR DEDUCTIBLE WILL BE REOUIRED OF THE BENEFICIARY. THIS OFFERS

P PROTECTION AGAINST RISING OUT-OF-POCKET COSTS FOR THE NEDICARE
POPULATION, Lo . -

s «

CONCLUSTON

o | ##M JuST DESCRIBED THREE OF THE ORE RECENT SIGNIF ICANT

. 'CH!NGES T0 MEDICARE. WE ARE OPTIMISTIC THAT THESE CHANGES WILL HAVE
A POSITIVE IMPACT ON THE MEDICARE PROGRAM BY ALTERING REIMBURSEMENT _

_ SYSTEMS T0 ENCOURABE EFF'CIEN&Y Iﬂ}THE PROVISION OF, CARE AND ON THE g
MEDICARE BENEFICIARY BY OUR CONTINUED COMMITMENT TO HIGH QUALITY CARE
AND BY THE PROTECTION PROVIDED AGAINS! INCREASED OUT-OF-POCKET COSYS,

I witL 8E GLAD TO ANSWER ANY QUESTIONS YOU MAY HAVE,
\

Pate .
b
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* Senator Jersrn, T thank Kon Jog. The Chair would adyise the Fanol
that I am going to ask Bi Fine k to finish the, cigikring of this
hearing as we build thfs record. This is very important{¥hoe establish-
ment of trying to find art answer for some of the things we have been

talking nbout today. We are all partly to blathe for the current cost
»roblem. We all need to be involved in coming up with solutiohs and
i gathering information and recordd as these hearings do, they are
very key in providing difection and guidance toward a poliey that
will fill 'the bill. One of my. colleagues in the Senate, Son Duran-,
berger from Minnesota, recently toted we really don’t a health
policy in this country but we do have a sick policy. The orly program
wo currently have in place deals with people who are alroady sick.
rather than healthy, and I'know that some of the things that are
coming up are going to be talkifig about thi&{nd o on. I am sorry to
miss them,

Bill Finerfrock is the chief of staff coonxnating eso programs for

the Joint Economic Committeo. H¥&1s my senior stff momber and he
‘was with Senator Brooke prior to comg with me, and this ig his
ficld of specinlty. Those'of you who have gotten to know hin;ykﬁw. I
think objectively T can say he is probably one of the better informed
Reo le in the éntire Congress in all these areas, so I xyill ask him to

nish, and T thank you for coming, and I know wezhave run a little
longer than we all planned on, Mr. Snyder, T thijfk you are kind of

sanxious to get going. I can kind of sense that. We need to get moving.

Thank you very much.
Mr. Frverrroor. My, Weber, do you want to begin ¢t

STATEMENT OF JOHN WEBER, MEDICAL SALES REPRESENTATIVE,
MIDWEST SALES REGION, HEWLETT-PACKARD OCO. \OEDAR

RAPIDS, 1A ;

Mr. Weser, Certainly all of us at Hewlett-Packard war/xtf to thank
you for the opportunity to share with you our medical technology, and
just as the me(\ical community is being infludnced by the (Government
programs, @bviously so has our marketing and research with the
decrease in revenue. Wo have to address the lack of money availability,
and so wo are addressing the nceds gnd the costs of medical equipment
by trying to prevent product lines'and technology that are designed
to function as productivity tools for the medical community.

For instance, the Hospital Information System, which is a large
computer system, centralizes and processes and aids the health care
delivery team by automating the collection and processing the patient

data. Both clinical and administrative computerized needs can be com-

mlO

The data management capabilities used in cijunction wjth the
patient bedside monitor, and this is a very small edmputer, vory inex-
pensive computer that fits in with the bedside moniter, it will collect
and. calculate cardiae, venal and respiration data. The data can be
roviewed By physician at any bedside or central station and can be
printed out and put in the patient chart, thus alleviating valuable
narsing time to do all of their charting and writing, apd therefore
our hope is to allow more patient-staff interaction rather than admin-
istrative duties. All billing, pharmacy and lab requirements can be

*

bined and coordinated through this one central s’
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handled from each nursing unit also, thereby maybe alleviating mis- &

charges, those sorts of things. creating moro revenue. '
We have introduced a wide range of products in the last fow years.

- Last yoar——we usually introduced about four or five new products o

yoar. Last year wo introduced 14 new products. Part of tho reasons
for this arp the Government programs, ind wo have introduced a
much wider product range. This will allow the smallest and the lnrfgust;
hospitals, hopefully, to provide the product that is right for thei
needs, thus avoiding overspending for a product that could be too
sophisticated. ' - )
Creative financing is also available for any institution interested in
low payments that can be exponsed for tax purposes, The option to
lease equipment over an arranged 1longth of time and then purchase it
at 10 percent at the end of the lease or the gayment period, and this is
idenl for any institutions, particularly in Yowa, whore we have n lot.
of smaller hospitals. '
We arve also trying to provide lpcal services in as many ofiices as
possible, As smal{ and rural as Towa is, we have threo central offices
across the State with two engineers in eadh office providing repair and
avoiding down time and avo%di,ng rolonging the patient’s stay, .
And pratection from technical obsolescence is certainly important to-
protect the investment of the medical equi ment. And one of our
philos;)yhi(\s is to manufacture prbducts that will interface with prod-
uctsy
with all of our other equipment, and the-best way to make an analogy
13 that tho first monitor systems that we have put outsn the field in
the-1960's are copppatible with the systom that we are manuffcturing
today, thus avoiding hospitals having to update their unjts by replac-
ing every bedside unit, They can start one Eedside at a time and it will
intorface with existing equipment. ’

Wo nlso haveswe realize that the latesteand greatest technology may

not be used if it’s\wot affordable, and we have dedicated ourselves by
the end of the dec t we will be the lowest priced and most relinble
vendor on the markel, ind I don’t think thig vhilosophy is probably’
unique to our company, but _Jcituinly the philosophy being adopted

by the othér medical vendors. Thank you. -
Mr. Finer¥rook, Thank you. Now, Mr. Snyder.

. STATEMENT OF JAMES R, SN‘YDER, ATTORNEY, SIMMONS, PERRINE,

ALBRIGHT & ELLWOOD, CEDAR RAPIDS, 1A

Mr. SnvyoER. [ amean attorney innCodar Rapids, but like Dr. Swaney,
who stated that he was representing the interests of the medical group,
I do not think I can say that I ith here representirig the legal profes-,
sion. In my 27 years of practice, I have not on one occasion sat onthe
l)luintiﬂ"a side of the table in & medical malpractice case. On the other
wnd, T wonld say 80 percent of my practice is in the medical mal-
practice field in ({efem’ling the hospitals and physicians. So I think

the plaintiffs’ bar wonld argue with me vociferously if T were to ropre-

sent here today that I ropresent their interests. -
Iistorically you probably al} recognize that the so-called medical

malpractice crisis started in the early 1970’s, Whether this is con-

stdered a crisis or not is & matter wf opinion, fhe plaintiffs’ bar and
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' ra_ticnts might take the position that'it is a crisis. Perhaps the defense
ar and the insurance carriers might take an opposite view, but in faot
the figures would indicate that approximately 9.5 percent of the total
health care cost is nttributable to medical malpractice claims,

I, inm propared statoment, have sot out many statist cs, faets, and
figures which would scrve no purpose to repoat thos¢/ at this time.
But out. of curiosity, I asked my socrothry bofore coming here toda
to find out just how many medical malpractice lawsuitsY was defond-
ing at the prosent time. And she came up with a figure of 27. Now, you
understand that within a week or two I might be closing a file bdxcause
of settloment or concluding the litigation, but for every file I close,
T will bo opening u new one, This megns that /ny timo¥ look at my
records | can probably come up with approximately 27 medical mal-
practico lawsnits that I am defending at any given time. This is a
community of apﬁroximatol y 100,000 people. -

Now, our law firm represents only one of three major malpractice
carriors. If the other two law firms are defending the same nymber of
lawsuits as T am defending, we are talkiing abonut approxinfately 75.
pending lawsuits in Codar Rapids at the prosent time that are boing
defonded. Now, eguin whdther  this is ol; crisis proportion or not
depends upon individual opinions. ‘

at is the impact on the cost of health care born by medical mal-

- practico? I think we can talk in terms of a direct impact which méans
mouoy. It’s going to be paid either by way of premiums, which by
the way wo are led to belicve by the insurers will substantially incroaso
noxt year and probably in the yoars to come. So the health care pro--
vider will he pafving by way of cither premiums, or if they are solf-
insured, they will be paying the judgment or claimg out of their own
pocket. This obviously, as we all know, will be passed on to the con- -

' sumer, So that’s the direct impact of the medigal malpractice problem.

What are tho indirect aspects of the problem ¢ I wonld suggest that
porhaps it could lead to a defensive pmctii%.of medicine. %n other
.words, the more lawsuits against a physician or hospital, the more the
tendencios might be to practice defensive medicine. In other words,
perhaps moro hospitalization, more testing, the higher cosfs of the
medical care. This would be an indirect cost to the health care
profession.

Also we should consider the cost in time and encrgy of the physician
and hospital administrators, because it's not an easy proposition to
defond a medical malpractice case. It takes much time oaﬁhe part of
the physician, it takes much time on the part of the hospital personnel
to work with the defense lawyer in preparation for the trial of that
lawsuit. This takes its toll not only in money, time they could be well
‘spending on somothing else, but emqfions. It’s not an casy thing on
cmotions for a physician to have to defend himself, nor a Hospital:
This again would be an incorrect impact on health care costs. '

There has been much said today, and T am not about.to belahor the
-point, about DRG's, diagnostic related group. There has also been
reforence to Utilization Reviow Programs. Now, this mi;zht he all well
and good insofar as attempting to hold down the costs of medical care,
but T would suggest that it’s counterproductive if we have what wo
rofer to as & medienal malpractice erisis. T would sudfest that the more

DR@®’s the more Utilization Review Programs, the higher that per

*
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centago is going to be of miedical malpractice claim, and the higher
the cost as n result of medionl malpractice. I do not consider myself
an export on DRG's or utilization review, but I:know that basically
what we are attempting to do is either keop people-out of the hospital ¢
Lo bogin with or minimize the stay period once they are in the hospital.
Now, how does this affect medical malpracticet o ,
A good many of my lawsuits have to do with failing to dingnose -
an injury or an illness. In other words, the plaintiff is alleging that
the Lysi(‘.'lml should have diagnosed his problem sdoner and as &
result of that he would wot be having the residuals he i3 claiming to
have had in the lawsuit. How do we diagnose? We ditgnose by testing. .
This ordinarily is done in the hospital: So-if the physician decides not
to hospitalize o patient and do proper testing, the more chance that
there is going to be crvor in that diagnosis. So although when we are
tatking nbout the cost_of health care, it might be proper to talk in
terms of Government programs, DRG, utilization review, when we
wre talking in terms of quality of care, I think it can be counterpro-
. ductive, and I would suggest that if we insist on this type of program, .
; our medical malpractice i1s going to bocome a crisis, if it Is not already”
thexe, Thank you very much.
o prepared statement of Mr. Snyder follows:]

PREPARED STATEMENT OoF JAMmEs R, SNYDER

Increasing ltigntion and riedng jury awards are undoubtedly two of many
factors affecting the cost of hospttal and medlcal care throughout the country.
Whether the claim or award Is pald “out of pocket” or by a malpracticé Insnrance
carrler, it s a_substantial cost in doing business as u health care provider.

Insurers contend. that the continued and alarming escalation of tho nutuber
and cost of physicians, and hospitals professional labllity claims will result
in slgnificant rate incréasel this year and the followlng years. One Insurer
reporis that since 179 the frequency of claims on a calendar year basls has
Increased more than 68 percent—trom 8.8 claims per 100 physicians In 1070 to
5.4 lr* 19K3. This translates into 6,870 reported claims, 2,757 more than'in 1979.
During the same perlod of time, the claims againat hospitals have rigbn from 1.8
clnlms per 100 beds tn 1979 to 8.1 clalms per 100 beds In 1988 :

The nverage pavment per physiclan clahn has risen from $27,400 in 1970 to -
$058.500 in 1088. For hospltals during the same period of time, the average pay-
ment_for each hospital clalm as risen from $11,700 In 1979 to $23,000 in 1988,

The total premium dollars pald in 1979 for medical malpractice insurance was
1.4 billlon dollars as compared to two biltion dollars In 1083. The average cost of
malpractice ingurance for a physielan Is 8.5 percent, or $8,600 for each $100,000
in inpurance coverage. Malpractice insurance premiums account for approxi<
mately 1 to & percent of the total hoalth care cost. v - '

Jury Verdict Reséarch, Inc. reports that average Jury awards in medical mal-
practice cases fncrensed five tithes from 1976 to 1982 from 192,844 to 002,288, The .
sne research conipany reports that mualpractice verdicts over one million dollars N
Increased from four in 1970-to 45 in 2082, ‘They further report that out of court
settlements are growing at a corresponding rate, - R

R The response of the health care providers to Increased rates might be varled,
with alternatives to Insurance coverage coming nbout in different forms. It has

Leen suggested by experts in the field that there is a move toward greater risk«
assumption by health care providers. In the case of physicians, there has been an
emergence of physiclan owned professional liability insurance tmnpanlos. In

" add#tlon, some physiclans have resorted to practicing without prdfessional lUa-
billty coverage. Hospitals are moving toward a: grenter assumption of Mk by

the hosplitul Itself, either In the form of partinl or total self insurance, .

. To some extent efforts are belng made to have the government, whether it be .

N state or federal, Intervene In the medical malpractice problem, On the federal

level, HLR. 5400 hay been Introduced and rveferred to the Committee on Ways and- .
,‘Mea\xns. It would amend the Medicare law to eitablish an alternative system for ~
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settlement of medical malpractice. clabms In the case of Injuries allagedly arising
from health core sorvices provided under federnl funding, Under the bLill, an

Anjiired person would be foreclosed from bringing any clvil action agninst a

provider if the previder gives a \vritten tondor {o pay compensation benofits (as
(vtined In the the bill) with resperet to sueh Injury. Several states have similar
leglalation pending, which would if enacted acecomplish the same purpose on n
state level, '

Rtemedles are nlso being sought by the health care providers by way of better
health core training and edueation in flsk mauagement technlques. No single
romedy will 4ot ve the wmedieal malproctice dilemwma. 1t will take a combined effort
on the part of physicians, Hospital adminlstrators and the legal profession to
Lring nbout a workable solution,

Mr. Finererook. Thank you, Mr. Snyder. In your prepared state-
went, you referred to a bill, H.R. 5400. Do you support that logisla-
tion and could you give a brief explanation og what that would do?

Mr. Sxyper. No, first 4f all I do not support this legislation. It is a
Federal bill whereby a patient would b prohibited g‘om bringing a
lawsuit if the health care center or the physician would come forward
and make what we refer to as an vffer of settlement. In other words,
the henlth care proyider could come forward, acknowledge that mal-
practico had beon dommitted, and make an offer to the injured patient.

Under H.R. 5400 this would prohibit that patient from startin
Iawsuit, at least until that so-caﬁed administrative function was con-
cluded. I for one do not go along with any such program. Some States
have attompted, and I think the State of {“lorida is one, that has made
u similar effort on a State level. < )
~ The Eederal program would only haveto do where Federal funding
was inv&ed, such as Medicaid or K{edicm‘e. It would not apply where
a privatdynsurance company were paying the loss, for oxample. As
I have stated, several States have attempted to do the same thing. In
my limited practice, I foal that these type programs only increaso
the problem and not solve it. I think those States that have attempted
to come out with adininistrative remedics, as opposed to judicial have
found that perhaps it only adds to the cost and delays justice. In that
in Many States it's been unconstitutional to take away access to the
courts, so if we have administrative procedure it merely serves as a
delaying tactic in finally ending up in the court procedure._ '

I do not think it has worked too well, I am not an e?ﬁ'ert in what
these States have found in relation to their programs, but no, I would
not be ih favor of such a program, ; )

Mr. Fixgrrrock. Thank you, Mr. Tilghman, we heard a lot of talk
hero today about the patient end of things, and we have noted that
there have been significant reductions in the average length of stay
and decreases in the amount of hospital admissions, and we know that
transfers into increased costs, but what.assurances are wo getting that
there is not a corresponding decrease in the quality of care?

Mr. Titanman, IT T'may go to my testimony, have J‘msically three
actions that we are focusing #n to assure there 18 no drdp in quality of
care beenuse of the DRG application. Probably the bulkeof that focus
is by the peer review orgamzations, We are contracting with these. We

"have one it Iowa, PSRO—TIowa Foundation for Medical Care and it’s

going to be the responsibility of the PRO’s to monitor a number of
aspects in connectipn with the DR('s. One is where they have a trans-
fer to-another hospital, there is n look at those;td make sure there is an

appropriate transfer. n general a very. intensive focus on hospital in-
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pationt cn‘%, moro so than it was under the PSRO ]irogram, to make
they a modmal]y :
]

sure there is no tendency to push patients out before
ready to bo out of the hospital. We expect that to work pretty well. It
a brand-now program, both for DR@G’s and for PRO’, and we wil] be
monitoring those pretty closely to make sure there ispo drop in qualit,
of care, That is & mnjor concern, both in Congress Lﬁ‘
when they passed the bill and also by our agency to ake sure there is
no drop n quality, ) o X

Mr. ‘mmmolcx. What provisions are there in analyzing the cost
reductions which DRG’s may bring about in Medicare to make sure

that those are not simply just cost shifting, 'jnst going from the Medi-

CATS Program over to a privatepay program _

Mr. Ticeusan. That with any major change in b Jarge program

like Medicare, that we have cor(lam thoughts in mind when we first im-
t

dement, the program. We use the reimbursenient system as a lever to
Lﬁnﬂ[mut changes that we like to bring about in the health care in-

dustry. We can usually forecast what the first' and second level tier
effects of that change are going to be, Sometimes it’s very diflicult to
project what the third and%ou.rt,h level changes will be, and it may take
yoars to determine maybe the most significant changes that resulted
from the oflicial lovel wo applied. We aren’t real sure what's goirig to
happen ns far as the shifting of costs from Medicare patients to pri-
.vate pay patients, :

What we have seen, Lowa is a good example of this, is that a lot of

at they expressed.

—

vour other third-party insurers, such as the State Medicaid programs

and your major Blue Cross and Blue Shield and the mutuals, like
that,«re bringing about changes in their own reimbursement mecha-
nism to preclude something like that happening. They are moving to

similar type prospective system, so I think there-is this—because of |

the lever that medicare is applying under the system, wo are seein
these third and fourth year effects that we didn’t really plan or anti-
cipate. We just wanted to save medicare money, knowing it was going

to bring about some other changes in thé way -other people may pay
for third-party care, and hers In Iowa, for example, the Medicare™

Y)l'ogrmu 18 on our progpéctive system, and both the Sioux City and
es Moines plans have also gone on a prospective system, their private
lines of business. As far as how we in the Medicare Program would
monitor that possible cost shifting, we don’t have any specific plans
in mind as to how to do that, but it looks like we don’t have to because
the other third-party payers sire doing that on their money.

Mr. FiNERFROOK. NE Qakloy, in your prepared statement, and this
relates to what Mr. Tilghman was just saying, one of the proposals
that's been mentioned was a way to avoid cost shifting, to go to all-

payers system, apd I believe in your prepared statemont you indieated -

thgt. you opposed\an all-payers system, Could you explain why?
 Mr. Oaxtey. First of all, we would be concerned going to—we would
be concerned going to an all-payers system without the kind of stud
of that very questien as to-whether, one, it takes place, who does it
adversely affect, and three, would that work out as a matter of com-
potitive marketplace as opposed’ to imposing regulation. Regulation
ﬁonomlly falls far.short of its initial expectations of success when
~ dealing with a large problem such as this. So history alone shows us
* thint regulation doesn’t work very well, and that is pure and simple

régulation, \
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Second, howovor, the initiatives that have h@efx‘alx'endy started in¥" -
- ono study, and second, deading with the oyerall cost p{‘oblcms in gon-
eral, scem to bo working. ' A nll-payor system, it soems at-thig point,
would bo an anomaly, at leasttndéwa. 1 can only speak to Iowa. And
fourth, what ought to be of some-concorn to—and thig 1 will putonmy |
Blue Cross-Blue Shiold hat and take off tho industry'lmt,i)'(i’f you will—
. iy that in many States whore all-payers systems havo beon ndorlcd
. they havo logislated the differential that Blue Cross and Blue S riold
enjoys in thoso States right in their all-payers regulation. '.l‘he¥ got 8
¢ porcent or 10 porcent or*12 percent statutory discount off of what
overybody clse is charged. That diferential is vory small and on a
s selective {;asis. And that's why the Yowa marketplace is, frankly, so
competitive. So one, wo should“study it, two, those who adyocate it
ought to look at what hias occurred in other States whege it has oo- ,
curred, Now Jorsoy and others as to what has reall begﬁm offect of
it. T might/say at this poitt that ILP.C.I. tho legislata®e, ourselves,
and othtry iy our hoalth gata commission, which is now just gotting up
running, will go a [Whg ways to finding out what is happering
with thoso costs anﬁ what it’s genovating, but I think in Towa 1t’s in-
appropriate at this point to consider an all-payer system and that’s
‘hy Toppose it. ‘ .
Mv. Fynerrrocx. Thank you very muchl On behalf of Senator Jop-
gen, T would liko to thar¥k all tho panclists for appbaring today, and
s has been mentioned, your prepared statements for those of you who
summarized will appear in their entivety itx the hearing record. Thank
you. . . .
The last panel is Russell Knuth, Pioneor Hi-Bred Thtornational,
Edward Petras, acting director, Medigal Association, HMO : Bernard
Grahek, clinical coordinator, Voluntary Hospitals of Towa ; Dick John-
- son, Rockwell Internationa). . : AN
Mr. Knuth, you may proceed: As we nientioned earlier, yoyr state: _
ment-will be introduced to the record in its entirety. You n‘?@*givo
your name or yon may procoed howevor-you wish to proceed. '

STATEMENT OF RUSSELL KNUTH, PIONEER HI-BRED INTERNA-
L TIONAL, INC.,, JOHNSON, IA '

Mr. Knuri. Thank you, Bill. T represont industry, We are Tunda-
mentally Central Unitod Statos based, producing our hi-brod soeds. °
\' " Wu have about 3,000 employees, and, we ar¢ located and have locations
and cmplovees in 30-some States. About 8 vears afrg ouY health care
costs nearly doubled. Whon we looked at that as management and
projected that if this continued at the sano rate, that possibly in n few -
g we wouldn’t he able to Provido health care coverago for dbur em- _
ployees, obviously that would create quite a problem; What we did was &
to analyze what we could db, and what wo came up Avith was one'that’s
been alluded to here a preventative medicine typeapproach, one where
l(ié

]

. wo v identify problems at the early stages gid treat them, so there’
wonld'be less traumatic event for the employe€.and their families and
obviously less cost. And here is what ‘we caine.up with. -

We provide full blood chemistries for our employees find their
sponses that are over the age of 40 annually, and the vitals, which of
courso include blood pressure, height, weight, p§15¢ and the urinalysis.




Initially all employees received this, and for those employees under
the age ot 4U0—und wo chose the age ox 40 becausd 1t seemed that the
first 30,000 mules’ go on reiatively vasy and atter thut you need: more
maintenance. or those under the age ot 40 we provide the basios
again which provides blood pressure check ror earty detection of hy-
Y}:rwl}swn, sull one of the major killers in the world, particularly the
nited States. We also provide & urinalysis which then would also
address the number three killer in the world, or at least a detection of
glucose sprllover for diabetes, So Ngq, 1 and No. 3 are addresssd by
under age 40, This is done annually and it is done in the workplace.
1 think 1t’s important to /bring medicine into thé workplace and we
understand it the best wt can as lay people. It’s done on company
timo and it is company paid for.-Broeakfast is furnished for those of
us that need to fast our 8 hours, and I think that's an important ele-
ment in the employce relations. It's a time to talk about our health
- problems together. . ' .
And in that smne vein, every aspect of it is completely confidential
and private. The only t}xing as the «corporate administrator of this
program, the only thing I provide to the company &re statistics and
trends so that.we can analyze and proevide more funding forah even
completo and better program. What really turns ot is it begones very
public, because onée the results come back to the employee, and-it.as
mailed to their home along with an explanation, a lay person explana-
tion of all tests that were taken, what happens is that those that have
clevated tryglycerides are usually in one corner of the break ‘room,
and the (lin{chcs are in another, and the elevated cholesterol and blood
ll)rossum in another; talking over what they are doing and what their
doctor prescribed, and it makes a vory supportive group for erch of
those, two of which I am a part, and 1t’s a very satisfying foe'linq;

. Now, T want to entphasize this is provided for employees and their
spouses, becanse we provide health care for the fami‘)y. ¢ have—it's
voluntary and company-paid-for as I indicated. We have 97 percent
voluntary participation by ouv employees and 70 percent participation
by our spouses. - . :

In addition to the testing I have told you hbout,'we try to do an

additional tost each year that is of concern to the medical leﬁr‘mnity. :

Some of those that wo have done so far are the hemoccult, 'Tithus sye
test, audiometric, pulmonary function, and so in the sequence of 4, 5
vears we have exposed employees and their spouses to some medical
functions that they can do on their own with their,own physician to
have & movo c,()mp}'eto and more aware type health program.

We algo have two incentive program called COP and TOTE. COP,,

or eut out puffing, and we all know that two pack a person shortens
life expectancy on the average of about 7 years, and obviously their
health care costs are higher. %?’o pay employees $150 to quit smoking
for 1 year. If they continye to quit smoking the 2d year, they receive
another $75. T think if you wanted to—1I think it’s one of the most cost
effective things that we can do immediately. Obviously with the to-
baceo industry spending about $2 billion# year to encourage you'to
smoke, it’s i tough program to promote, telling it like it.really 1s. '

On our TOTE Program, trim off the excess, much more successful,

television tells you how healthy it 1s to be slim and trim,
; . '

You have automatic media support. Every magazine, new‘iga ber, and
and fast, and -
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walk, sand trot, and ride bike, and swim, and whatever. Wo are no
different_than the national ayvorages. About 39 .pereent of our enr-
Fl()}'(‘us did umoke and 30 pereent of our employees were overweight to
he tuno of 29 pounds. That’s about national averdige. Both of {hose aro
cast-offective programs. What’s happened in those? 1 woud¢ like to
share some bottom line things now. . .o, .
What’s happoned, the first yonr that wo did our heath testing, €
pereent. of all our employecs had at loast one signi cant abnormality,
one that needed immediate mediéal attention, Today, 6 years laler,
six-tonths of 1 percent are in that category, and I suspeet half of that
are new employees and spouses coming on board, T dou’t know that. I
suspect. that. Which tells us thers has bpen significant lifestylo changes
of employecs and spouses, tutl/ot they Are on proper medicat ion. Now,
to industry that’s bottom line, those are dpllars. . >
.- For incentive programs, 15 percent our emp"loixues have quit
l&nvo lost over 4 tons of waste. Now, I think there is
arfother issue along with the dollars. That most of the life expoctancy
lost through averweight and smoking is not through the productive
rears, Just watch the obituaty colunus and they will tell you thoy
usually happen-betweon 66 and 69.yoars of ngo. Meaning t.Knt aftor.

working 30, 40 years, you are going to die b14 years nfter {011 relt(iro., L
) think, anc

\

So this program not only helps the productive years,

" it’s tn line with Pioncor’s philosophy of staying with the family and

4

wanting the employee to enjoy the well-earned twilight years or whitt-
evor wo would like to call them. - .

We feel that this program—we boligVe in it, and regardless of how
indepth program that any 'com{mny would have, Lthink any endeavor,
whether it be blood pressure clinie, an awareness, a poster’ campaign,
they are all winners, and I would susu;ort* and encom‘n%oe_very m-
dustry to become involved in this, and help themselves. Bottom, line
dollars are that 6 years ago our costs were $980 per employ®e. Six
years latep” we pro looking at $1,130 per ,Wlo'yeo. At the normal
rate of inflation 1 think it's reagonablo to,b®ieve that wo would b

looking at $2,500 per cmployee today withdut preventative medicine,

which 35 in tho tune of $2 million a year, and might be why we affirm
and beliovo in the programs,so strongly. Anc probably . the most
impgrtant thing is that our (‘nployecs look at our health screening

“ program as one of their most inq{{ormnt benefits, and that is what it

you.
referred to follows :]

. ]

wis rcnlly designed to do. 'lﬂmz
={he Pioneer Hi-Bred brochur
a L "
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Pqulth Guagd

Incentive
Programs
]

In addition to tho Health Guard program, two
incentive programs aro available for those that
qualify

T.O.T.E. - TRIM OFF THE EXCESS

On the averago, lifo oxpoctan shortened ono

and skelefa! structure recomme@dod by Blue Cross-
Blue Shicld to determine those
T.O.T.E. program. $5.00 will b
lost down to tho dssired we

For maintaining the desire
additional year a $75.00 glft of your choice wiil
be offcred.

C.0P. - CUT OUT PUFFING

Two packs por day n the averago shortens life
expoctancy by 6 years:

Quit smoking for onc year a
$150.00 cash award.

Abatain for anothor yogrnd you'll re
$75.00 &m of yvur choice. ‘
For imformation regarding the Ilolllh d

program cantact ypur Division Health Guard Co-
ordinator or the Employee Rolations Department.

you will recolvo a

- BEST COPY

.

4

THE

. HEALTH GUARD

¢ PROGRAM
\ 'FOR
PIONEER EMPLOYEES

-
N

1t is bocoming
niore and more gvidont
that medicino and Iechnololy alone canpot ~
adequately provent Qr freat tho magor disonses of
moidern socioty . Instead, Yo should reZognize that how
wo llve can determiie how long we live,

. Thorefore, Pioneor Hi-Bidg Intornationhl, Inc.
has initiated a voluntary, cost-f calth screening prograin,
for employees, to ausist in identifying and troating
potential health-related probloms.

Ovor tho yoars, Pionoor has added myany pregrams
10 holp opployoes and their familics cope with
the financial problems caused by serious {liness.
At tho samo tine, we recognize that holping prevent
serious hoalth problema can be an oven greator benofit.
Early detection of potential problems can make this possiblo,

. And that's what Health Guard is all about.

PIONEER HI.BRED INTERNATIONAL, INC.

'I[“E
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Aruitoxt provided by Eic:
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Health Guard ... . _

... program to spot the signs
B - *
of illness before 1t's too Inte.
Fhe Heatth Guard program
. gqonsists of the following tests
Heatth 1Hstory Review
A questionnate on your medical history
Phoysical Data Blood (hemisfry Scrcen
Height |'.||lli|lhill\l.!
Weaght Calcium -
. Glucose -7
Fulse , N »
Blood Pressine Blood Urea Nitrogen
Temperatuce l).ilhullln. lotal A
. Cliolesterol PMI Physical Measurcments lue
Urlioaly sis Albumin N has beon selected to gathor the necossany data
Total Profein and samples foi this progm Data colledted
Altain Alkaline Phasphatase will e coordinated with laboratory analyus amd
‘:'"‘ e s601 senl to an authorzed pliysician for review
h Lbn ad luterpretation
Ocvutut "_'“”d Ugde Acid A vomiplele report of the tests will be matied
Specithe Caavity Bun/Creative Ratlo ta yout hume | .
SGr1 {1 1 atl ! 1 be added
Hematology Survey H the need arisea, other teats may be added
s "_'.“l Lipid to the progmm ™
White Blood Count Hilirubia, Direct .
Red Blood Count Tiyglycerldes Healtts Guard is not meant to |ulhh ¢
Heamatuc it lton yApur present health care progiant,
Higgoghbin Sadium omly to be an extongion thereo!
MCH Polassium * 1t an abponnality shoukt be discovered in
MCHC + Chloside your tests, we recommentd you seek the advice of
MOV AfG Ratio your {amily doctorn hnsediately
L2 . . B e
. .
T COPY 262
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Mr. FinereroctfThank you very much. Mr, Potras, please proceed.

STATEMENT OF EDWARD J. PETRAS, ACTING DIRECTOR, EMO

“Prrras. Thank you. PrepiRd health plans or health maintenance
orginizations (HMQ’s), as they Bave come to be known, offer a viable
altornative to modifying the growyng cost spiral of health care costs.
As an alternative HMQ's do ngtprovide u‘fti\n‘:ate and complete sofu-

- vever, do m

g key elements exist whichmuake

in health care delivery systag )
These key olements are :
Kivst: High benefited employer \groups with large first dolar cov-
ered health msurance plans complimented with low gmployce contri:
bution levels for montlSy premiums,
Secopd : Benefit programs wliich pttempt, to avoid unnecessary and

ke significant changes

routine health card expenses by requiring an inpatient setting for

reimbursement.

Third: An ov(nusupaied seller base—hospitals' and physicians—
developed in an unorganized fashion' so that the delivery system is
nonexistent in a structnre format. - o

Fourth: A long-established population base of :minimum o£.60,000 -
to 100,000 to convert patjents into plan membespan the insurance striic-

)Vuinns, and a minimum

~ of 300,000 persons in a transient population to establish  staff model,

salarted physician plan. . . .
‘The HIMO has a humber of key-clements which distingiish it from
the traditional fee-for-service vennbursement arrangement. ‘
First: Propayment of services on a monthly basis with a premium
similar to an insurance plan. '
Second : Medical and Ylospiml utilization gounls which arédower than
the average for the community and require behavior modificatiop for
medical practitioners, hospitals and plan niembers to avoid exeessive
over-utilization of services. . . o
Third: A voluntarily enrolled member base which is committed to
the program for a 12-month period in order to maintain the Yevenue
base and setuarial soundness of the plan. . . :
Fourth: A financial risk/reward relationship with physicians and

Vi

hospitals to develop ownership in the fiscal and utilization goals es- '

tablished by the plan.

Fifth: A predetermined set of benefits which attempt to assist in the
modification of physician/paticnt habits while developing an attrac-
e

tive benefit alternative.

Sixth: A statdstical base of data to measure programs against plan

utilization objectives while providing. information on a day-to-dey
plan management. - . ’

Seventh: A patient education program -which secks to stimulate
interest in habits concerning nutrition, exercise. $moking and alcohol _
which significantly contribute to evontual health -deterioration,
“HMO’s have proven that in,the right setting they can reduce tosts
by sK{fting care to an outpatient sétting from the traditional hospital

e
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* based care without jcopardizinﬁ the quality of service providold. -
This was documented by a Johns Hopking University study com-

pleted in the mid-1970's which indicated that the uality of care is
maintained while reducing inpatient costs some 18 percent to 20

" percent. L -

In the past ¢ months, a major study prepared by Rand Carp.
has added further groof to this data base using a long-established
[)l'%qni(l yrogram in Seattle, WA.

_ This does not mean that the HMO’s are flawless in their success
rate. The late 1070’s were marked with a mumber of plan failures
' similar in cause to company failures it other industries.

' Most were undercapitalized, ill-managed, inappropriately struc-
tured, or conclusively unfessible from the start. As mentioned earlier,
there are cortain ingredients which are necessary to enable them to,.
survive. ' . -~ |

These clements of failure aug ‘not the sole proprietorshif¥ of the
HMO industry. However, feasible, well-capitalized, and well-man-
aged HMO’s can make a si nificant contributiqn in bringing a c¢om-
petitive olement to the health financing marketplace and ﬁrif& strue-
ture to the delivery system by orgamzing providers and hospitals
into a formal structure. - .

The significant presence of HMO’s can spawn further reaction
from the marketplace by other HMO’s sponsored by Blue Cross or
insurance companies, Preferred Provider Organizations (PPO’s), -
plans which offer price discounts and quality assurance review similar
to the foundations fd medichtl care of the late 1960s. Also, a signifi-
cant HMO presencelcan develop direct provider ¢ontracting with
Luyers such as employers, the Health Care Financing Administration
(HCFA) and the State Welfare Department to innovate change in
both-private and public fipancing arenas. -

The future of }‘IMO’S will require adaptation and flexibility in
the manketplace, The concept its:hf thrives on efficiently competing
within the heutth care marketplace, which perhaps has become some-
what margin fat through the years of constantly feeding b{ & cost-

-~ plus rcimgm'sement system. Just as reljable as the laws of natyre,
competition in a “real marketplace” has always caused sellers to |
carofully - consider duplication of services and inefficient operation
and growth in quest of & competitive price.

This likewise will romovooﬁq inefficient ’s as the level of serv-

ico and financing becomes mofe efficiently balanded. L
“ - ' No one can foresee how long before that turn-around tekes place;
however, the marketpléfe Fressures of HMQ’s, PPOQ’s, DRG’s, direct
contract relationshps. self-insured employer trusts, accentuated by
over-supply of providers and facilities may certainly accelerate the

OCESS. .

l A major, underlying guestion remains as the élements of cost con-
taifiment cdllide over the next few years and that is, while costs may
begin té level, when will ono know where the quality fhreshold has
been jeopardized. '
Mr. Fiverrrock. Mr. Grahek, please proceed.

»
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STATEMENT OF BERNARD M. GRAHEK, OKINICAL COORDINATOR,
VOLUNTARY HOSPITALS COOPERATIVE ASSOCIATION OF IOWA,
CEDAR RAPIDS, IA |

Mr. Grauexk, Thank you. Voluntary Hospitals Cooperative Assooin-

tion of Towa, known as VHi, is n group of 14 hogpitals located in .

central and eastern Iowa, which ha8 beon looking to the future .to
asgist in the preserving the health-care delivery systemin rural Iowa
by creating a system of local not-for-profit hospitals that meet stated
critorin which strengthen and expand voluntarism in the health care
. field by improving the efliciency and effectiveness of each member hos-
pital and increasing their competitive position in the health enre sys-
tem and by sharving their efforts to provide the best possible care
through large s stom{udvant s while maintaining local initiatives
and diréction. VHi is a multi-hospital spstem. Tt 1s a system which
takes advantage of the national multi-hospital system, The Voluntary
-Hospitals of America. This is made possible through the membership
of our “anchor” hospital, St. Luke's Hospital, Cedar Rapids, TA.
Through shared.efforts, the members take advantage of the regional
multi-hospital system whereby local hospitals in both rural and urban
Towa shave similar goals and work toward the common good, that is
to givo the patents they serve the best possible care by the most eco-
nomical.means. ' .

The VHi is a partnership—all membeors have equal voice and vote.
Local control is preserved, and all members are encouraged to use the
system and utilize its programs. We are in existence to preserve vol-

+ untarism at the expense of the for-profit sector, Our goal is to maintain
local autonomy and control.

The VHi hospital is a strong, not-for-profit, volupavy liospital. It
is independent of any other system or group, with Strong, enlightened
leaderslhip, and compatible in goals, marketing, and patient eare phi-
losophy with other members of the VHi orggnization, ,

This partnership is an innovative program offering services and re-
sources enjoyed by the sharcholders, ay stated eavher, of the Volun-
tary Hospitals of America. The Voluntary Hospitals of America,is thie
largest hospital system representing voluntarism, whose members ave

all very prestigious not-for-profit hospitals located throughout the
United States, . o :

Economies of scale savings arve obtained through group purchasing.
Purchasing contracts negotiated by VHA, in pharmacy, capital equip-

mént, medigal/surgical supplies, refefSnce laboratory, and forms pur-
chasing, In addition, VHi has negotiated 15 local contracts ranging
from food purchasing to Hnen purchasing.

Technical services are boing studied and esffiblished to provide the
rural hospitals with technology net financiaJly feasible for them to
provide “in house.” VHi has recently placed mobile eghqcarghgl Yo
unit at the disposal of nine hospitals in rural Iown, eliminatiig the
need for the patient to travel, l_te(\pinr; the patient in-his community.
while being given the latest in technology and professional expertise,
Other technology is in the planning stage and will-be made available
inthe future to the samy rura) hospitals.

A . '
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*  As you have heard enrlier in the testimony by Sally Miller of Ana-
inose Community Lospital, so many times that hospital is the focal
point of the community, the only conter of health care services, nnd by
and large the largest employer of the given cpommunity, and thereforo
these kinds of things will make it continwe to be n vinblo part of the
rural community. ' ]

Sharing, climinating duplication in marketing efforts, community
relations, and other disciplines are goals of the Vili. Sharing profes- .
stonal porsonnel and expertisg is obtainable through a multihospital
systom., :

! Pharmacists at St. Luke’s Hospital, for example, can certainly act
as consultants to the pharmacists of the rural hospitals that are mem-
bors, These are the types-of things happening which virtually elim-
inate the high cost of consultation work. The VHi system is designed
to have the gxmm‘inl benefits go to its members and in turnthe patient,
and not Lo a corporate profit.

Productivity and efficiency is paramount in the hospital industry
today. V11i ig actively engaged now in development of a program for
its member hospifals, with a meaningful data base, to establish needed
parameters in producing units of service that can be compared, and
that the members eantassist one another, if they have a better mouse-
trap, so to speak, than another member, then they can share with o
another to do a better job. -~ .

Wo havye been in existence only a year. Many dollars are being save
by the members of the VHi. Many more will be saved in the future bg-
causo of the members’ commitment to the system and, to one another.
Sharing for the common good is ppramount.

Providing community heanlth care services through voluntary, not-
for-profit. organizations has a rich and very successful tradition in the
United States. Inh most cases, not-for-profit hospitals were estgblished
to meet needs identified asimportant’to the community, but not amen-
able to private, for-profit or governmental solutions. Not-for-profit -
hospitals have been responsive to community needs, funded throujh
local community efforts,. and have traditionally reflected community
control in their organizational purpose and design, ' _

It would behoove the Gowernment to harness the bureauncracy that
they have established and the many, many regnlations that have been
forthcoming frgm the bureaucracies, because only through this has
“high cost continued to go about. As Senator Jepsen indicated, that the
Senator from Minnesota stated we did not have a health polj ut &
sick policy. T would suggest that the sick policy is in the buy
the Federnl Government and that the people of this count
well served if the Congress of the United States would indce
that burcaucracy. Pioncer, vou heard just & moment ago. they have a
health policy, they know what it’s abhout, they are working toward a
gonl. T am certain the Governmédht did not. come in and establish their -
regylations and rules by which they are operating. - t
« VHi is committed to preserve the quality of life for all Towans by
having its members effective to meet the challenge now and in the
future. Thank you. . :

Mr. Finerrrock. Thank you very much, Mr. Grahek. Mr. Johunson,
pledse proceed. -
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STATEMENT OF G RICHARD JOHNSON, ROCKWELL INTERNA-
TIONAL, OEDAR RAPIDS, IA

Mr. Jounson, Thank you, BiTf. I havesbeon asked to comment today
on what Rockwell International here in Codar Rapids has done to
address health care cost containment and also our observatidns on what

-8 needed here in this community of Cedar Rapids.
The health care system in Iowa and this Nation is undergoing a-

transformation, changing the way we receive and pay for health eare.
These chan ro occurring because private citizens and leaders in
business, laborfrovernment, medical care and other groups have
learned an cxpéBive and valuable lesson: In the health care archa,
business as usunl i3 not always good business, At a time when corporate
and personal budgets aro tight, tho purchasers of health care, such as
businesses, unions and individuals, expect purchasers of health care
such as businesses, wnions and indjviduals, expect purchasers of héalth
care, such as businesses, unions and individual, expect efficiency in the

~use of their health care dollars. This requires the health care delivery
System to uso its financial, matorial and human resources as cost. effec-

tively as possible, ,

Cost of health care has had a more dramatic impact on corporate
costs in revent years. As an example, Rockwell’s health care cxpendi-
tures for its Cedar Rapids-based employees have increased an averagoe
of 13 percont each: year for the past 5 yoars. This cost escalation di-
roctly affects ouY overhead cost and in turn, the cost. of oug product.
If left unchallenged, this rate escalation would price us out of our
highly competitive marketplace.

To respond to this issue, Rockwell,like many industries around the
country today, has undortaken a variety of activities geared to level
the escalation of health care costs. .

Sinca 1981, Rockwell has been involved in health care managément
activitios that inclide but certainly are not limited to the following:

In January of 1981, Rockwell implemented an in-house pharmacy
for its bmployces.and dependents. (L
l)mximntel_v 120,000 pnoscri[)tions each year and has saved several

wndreds of thousands of dollars.

Since July of 1981, Rockwell has been very active in both the state-

wide health coalition, the Towa Business Labar Coalition on- Ilealth,

and the local Cedar Rapids coalition, the Employer’s Henlth Associn-
tion, These coalitions are important in that their mbmbership is com-
prised of business, labor, government and health cake providers. This
publicprivate partnership has been instrumental in conducting on-
going steps to better manage our health care costs suchpns :
Transforming the State’s Health Planning. Agencey into the Health
Policy Corp. of Iowa. . : ‘
Stimulating coopepative dialogue between purchasers and provid;
ers of health care. :
Recommending changes by ‘gmployers from “first dollar® benefit
plans to cost sharing plans that inelude incentives. | L
Supporting the creation of the Towa Health Datn Commission to

.make information on hospital and physician charges available to aid |

individuals in their health care decisions.
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Developing public education efforts to incremse the nwareness of the
health care cost probloms.

In 1982, Rockwell implemented several revisions-to its health benefit
plan to decreass overutilization of medical services and to eliminate
unnecessary care. The plan provisions include the following:

Implementation of an up-front deduoctible for all medical serviges
of $100 per person, $200 por family. & ¢ '

Isstablishment of n  10-porcent cmployeoe #
deductible.

The addition of an incentive which provides 100 percent coverage
rather than 90 percent coverage anfter the deductible for the services
that could be handled in less costly settings such as:

Ambulatory surgery, second surgical opinions, extended care/skilled
nursing facilities, home health care, maternity/i)irthing centers.

As an ongoing effort in the last 3 years, we have becn praviding
material and information to our empﬂ)yee/depelident population on
the cost of health care, Wise and prudent buyers utilize delivery
gystem properly P“d also the options that are available for an im-
{)roved, healthief lifegtyle. This education and awareness effort has
wen conducted throdgh employee meetings, internal publications
and letters to the individual Ylome. -

Toe further impact our health cost containment activities and to
improve our education progrdghs, we have been working with our
insurance carriers on prorer heslth care management. These ongoing \
activities center primarily on: i '

Improving carrier administration”of our benefit contracts rolative
to coordination of benefits, subrogation and ineligible payment
onforcemont. : ' ‘

In addition, to develop specifie*health cost management teports

N that will agsist us in identifying specific problem areas, either in the
purchase or delivery of care, andl in identifying further noeds for
employee education and awarencss. : : '

hile thesp activities are. necessary and have Frovidod results,

Z additional action is still required. Each element of the health care

delivery system has unknowmgly made #contribution to this health

, " care cost problem. It will take commitment on the part of all the

parties to resolve the problem. If any one segment responds with

change independently of the other segments, negative 1mpact can

result in the form of cost shifting or a decrease In quality of care

for cortain individuals. The Government i§ the dne segment that has

most visibly made changes through the DRQG, prospective Payment

process recently implemented. Tt is frequently argued, and has been

“argned here earlier today, that these changes potentially have ap-
peared as cost shifting and also a” decrease in guality care. .

Therefore, all segments ‘u&the health cnrig‘gecmnm must work

opayment aftor the

together to objectively develop & means to dowW-size a massive health -
.care system that has cost inefficiencies, and at the same time maintain
~ the present-status of high quality. T effectively accomplished, the
»  potential for negatiWgimpwet can be lessened. o
ok The healfh gareleligpry segments in Cedar Rapids are diligently
addressing thf'issuos to arrive at worl«iible solutions. In January of

~

-

n arm of the local ‘coali-

1984, the Community Advisory Caunc t X
, labor; physicians, dentists,

tion eomprised of members from busines

»
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and hospitals jointly initiated a project to develop innovative ideas
arid concepts on how the community as a whole can cooperatively work
together to improve the ofticiency of our health care delivery system.
The witial phase of gathering thoughts and ideas has been completed. -
The second phase of procuring & consultant to cvaluate and analyze
this information for the purpose of developing a community-wide
health strategy is currently in process. This t{pc of agtivity is critical
to this community as it has the cloar potential of bﬁ&ﬂing a model of
siecess in pfoving that private soctor init’iativezga .achiove a resplu-
tion to the health care cost problems and do so4h th t intorosts of
the community. The emphasis must continue to hygéfitered upon joint
health care planning in this community, Than u very much.

Mr. FINERFROCK, 6i‘hn.nk you, Mr. Johnson. .

At the hearing in Washington, one of the points that was thade by
Chrysler Motor ’é‘.o. was similar to what both you and Mr. Knuth have

- mentioned hare, that there is a direct cost in their product as & result

of health costs. Chryslor, for example, has estimated that $500 in costs
of every car they put out is directly attributable to the costs of hoalth
eare they provide for their emplogees, and a number of companioes are
doing somo of the things that you are doing. Do either of you, both
vou. Mr, Johnson, Mr, Knuth, believe there is applicability of some
of the things that you are doing with regard to the Federal level
programs ¥ ‘ y '

Mr. Jornson. Oh, T certainly think there are. I believe that some of
the initiatives that private industry has taken may have applicability
to the Federal Government and some of the programs that exist there.
T also think that, to expand on your question a little bit, that we ca
learn a lot from each otherdin what’s going on within this whole health
care movemont, and we certainly exchange informiation with other in-
dustries and across the nation. And T think if we can work in com--
municating this issue and try to have us all betger understand the
clements and to make sure that all people understahd that it’s not one
piece of pie that’s at. fault, that, if weé can work this from a cooperative
standpoint, we all have a lot to'learn and a lot to gain from it,

Mr. Finererock. Thank you. Mr. Knuth.

Mr. Kavuvnin Yes. T agree, but T wonld like to make a comment a?
accept some responsibility as industry that over the yeafswe hecorne
somewhat naternalistic, provide full care and therefore eliminate the
incentive of employees {o look at hoetter ways to contain costs and
better ways to implemegt health care, and that on a 50-50 basis we
probably were more 1ike}28 in not providing those incentives, and it
could be that's why we asfindustry then have taken a vertical approach
and turned around and pvent the other way. I think we do need to’
accept that responsibilitf.

Mr. Finerrrock. At Rockwell, and I believe at Pioncer also, you

" mentioned you lave an infornmtion insért program where voun peri-

odically.provide your employees with infarmation, and T believe Pio-
neer has a similar program, 1f I am not mistaken, where you have in-
serts that go into paychécks on health-care ¢

Mr. Knurin, That is correct, and we have guarterly mailings to our
omployees, plus we have n newspaper for each of our 22 divisions and.

- one sectiop W devoted to wellness in each issue.
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Mr, Fiverrnock. One of the—I have seen some of the ingerts.that j
you put in and it struck mae that many of those wonld be beneficial for =
mauny of the medienre beneficiaries, and seeing as most of those people

~are receiving Socinl Security cheoks, we could very easily!put similar
types of inserts into Socinl Socurity checks. Ts that a very costly pro-
gram for you ! : '
~ Mr.Jonxsox, Not really. Onee you begin to print these, the costs of
printing these hecomes very, very small. And we also take advantago
of these publicaftons that ave wvailable from other sources, HCPI, or
Blue Cross-Blne Shield or Metropolitan, or other poople that provide
good information in this arca. We don’t hesitate to uge their informa-
tion if it’s menningful and supports what wo ara trying to accomplish.

Mr. Frvenrrock. How many—Mr. Grahek, how many Iowa hos-
pitals are members of the Voluntary Hospital Association

Mr. Guraneex. As [said, 14 presently, :

Mr. Fixerrrock. Apd they arve all aflilinted throngh St. Luke’s?

Mr. Granex. Al affilinted through the anchor hospital, St. TAke’s, .
and thoe reason for that, as T saidgis the member or the shareholder in
the Voluntary Hospitals of Amerien, and all those services, nusistance
and developfients ean come only from the voluntary hospitals because
of that SH. s tie in,

Mr. Fivenerock. Ave these primarily rural hospitals then or is there
n mixture? . .

Mr. Granex. It’s a mixture of rural-urban, and as I said in my testi-

» mony, what we are striving to do is to keep a health system intact in
the.State of Towa. We are n rural State and I think those peoplo in
rural Towa neod as good n quality of carc a wé get in the urban areas,
and so in onr situation we Lava Burl'ngldn, Davenport, Clinton, Du-
bugqne, Cedar Rapids, Waterloo, which we have now Manchester, Ma- .
(}uokvta, Henry County in Mount Pleasant, Fairfield, and Boone
County, and Fort Dodge as the hospitals that ave represented in qur

%ronp. In addition to that, we have Anamosa, John McDonald in

Monticello, Vinton, VA Gay ITospital, that ave all affiliated with

St Lunke’s in-a management situation, so they too benefit from the

prograws at both VIIA and VHi, This country is going ‘?o sce b

1990, 28 such systems such ag V. oluntm-y Hospitals of Amgfica, anc
vour for-profits, ITealth Care Corporation of America andfso forth.
'That will be the survival mpéhanism for the hospitals in this coun-
try, one of the survival mMechanisms. Ilospitals will not bo able to
stand on their own and survive, whether they be urban or ragal,
Mr. Finerrrock. You have a similar situation with HMO’s, don't
you, where a lot of them are having to become afliliated or in' some
way affiliated with one another so that it’s not just that you need HMO
in & particular community but as part of that system? |
Mr. Prreas. Well, the concern you have is that ygu don’t recroate
Blue Cross and Blue Shield. We firmly believe that™What wo want to
do i3 maintain lgeal control becanse that’s wherd you get the most re-
sponsive changd:to utilization. However, as the final ¢ommitment is
(llmwn. and I think this gentleman is correct, bigness will be the word,
networking with the dversupply, there will be relationships where we
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Mmay ov«:*mw—-—next. will be physician groups going together to pro-

vido serv®os on & direct contract basis with major loenl services.
Mr. Finerrrock. Does anyono have any additionnl comments thoy

would care to make in closing? Thank you all for coming today.

If there isn’t anything clso then, the committee now stands
xulf(mrnod. ‘

: Whedreupon, at 4:50 pm., the committeo ad journed, subjoct to the
call of the Chair.)
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Gripes about

1984)

J\ealth care aired
at congressional

hearing

Iy Vano.h Onollon

' Garette slal wriler
Shiraling costs are making health care: unnﬂ able,
_ accotding to testimony Wodno:day duting a géngres-
- slonal forum on health care issues in Cedar Rapids,
Parents faced with obtaining proper medical care for

their children, hospital administrators. strapped with .

" budgetary restrictions, ard industrial representatives
" who've struggied with providing medical Insurance to

employees were among those making pnunutlons at-

the U.S. Congress Joint. Economic Commitieehearing.
About 100 people attended the four:hotr hearing ln
the nursing auditorium of St. Luke’s Hospital.'It wa

conducted by Sen. Rogor Jepsen, R-lows, who chnir{ P

the committee,
According to a Jepun aldc. ‘the . information
- submitted Wedriesday will be included ih & report to

members of Congress and congressional committees -

addtessing health-reiated issues.

Opening the hearing, Jepsen sald the health care

dilemma "is much like the weather, It gets talked about
but nothing is done.” Over $1 billion a day is apent on
health care In tho U.S:, he said. )
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Jepsen told the audience that Congress and the
president “now fseem ready” to establish a national
folicy on health care. )

'fcs(:nnuny fronmt members of four panels making

) © presentations during the meeting here, the second of
two forums held in the country, can play an important
-ole in developing the policy, he said. The flrst forum
was held earlier this year in Washington, D.C.
1 Discussions by the 23 panelists Included the
following.

e tgonomic conditions of hospitals are having “a
profodnd impact on patients,” pointed out Mercy
Hospital  Administrator Jim  Tinker. As hospitals
reluct.npl)y cut staff to reduce operational expenses due
to revenu@ losses. Tinker has detected "mounting
resen{inent among patients.” * -

This resenjment has surfaced with & new method of
paying hospitals for care of federal Medicare patients
The method, using Diagnostic Related Groups, or
DHGs3, ‘establishes’set amounts to be paid the hoppitals
for each type of medical care.

Cohsequently, clderly people and others have been
released within a day of having cataracts removed from
thetr eyes with no regard given for the ass¥stance they'il
have available at home, Tinker complained.

e Julie Beckett, whose young daughter Katie made
headlines In 1981 in an example of federal red tape
thwarting financially efficient alternatives to hospital
care (in Beckett's case, care at home instead of in the
hospital), told of her daughter’s case and those of other
families with similar clrcumstances. She urged coopera-
tion between government agencies and health care
officialy ta get proper assistance to fatnilies.

¢ Jodi Miller of 126 Harbet Ave. NW quit her Job
after almost a year of employment because her $3873
monthly wages weren't enough to pay health insurance
premiums, medical bills, bntﬁsming costs for her young
chi)ld and other lving expenses amounting to about

. $599 a month.

After quitting her job, Miller and her child became
eligible for Aid to Families with Dependent Children,
food stamps and Medicaid medical -care paid by the
state and federal governments. With fewer expenses (a
babysitter is no longewneeded), Miller said she now has

’ about $80 left after paying her pills.

e Representatives of urban “and rural hospitals
complained about the diffitulty of providing. quality
care with revenue limvitations imposed with the
Medicare DRGs..
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s \ . . N Hospital officials m_-lod_ldn'{.t_o partnerships bétween $ .
A hospitals and with government and industry possible I

L cost-cutting meagures, according to-the presiflent of St.
Cee "~ Luke’s Hospital, Sam Wallace. ‘However, federal =~ - ... .
%, ;- -, antitrust laws loom as possible barriers to. networks ‘.
L ‘.-;- o bcmq spitals and in-home nursing agencies, he . . L.
g LI N '.:; - ‘-.d ! . ‘ ~ 5 ' . ) ;‘
R ’J ® Delf(Ming . medical malpractice lawsuits s an T
A "« adddd eypense for-hospitals and physicians. today, the :
* VW« 7 :posts of Which are passed-on to canduners, accordingto, - .

A « ~€édar Ripids-attoriey Jamesy Snyder. - . , - S

0 +~©+  More malpractice claims could arise with.the DRG -

. ’ ethod, he said, hecause errors in’diagnosis’ could .

: . .ug;eqme'- more frequent with restrictions _‘op."khéplng' _
S patients in hospitals-for examinations. L
.~ . .® Industry is taking steps te reduce the need ‘for. e
- - % - medical éarein an effort to cuitail the cost of providing . o
X *employee health insurance cove e L
v .t =i Six years after offering a preven ative-program that P

7. ineludes medical screenings and incentives to employ- .

" ' " L eés to'be health conscious, Russell Kiuth of Piggeer 3 o
"+ - Hy-Bred -Internatiornal Inc. told the {g; _ e
;,k.\el . d T L.

% ‘ IR

- . . _.company is saving abowt $1,370 a
L e ;employe#g_inmuneo coverage. | k v, ‘
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